a 


VOLUME 11, NO. 1 ! 





RELEASES IN THIS ISSUE 





Securities Act 

Securities Exchange Act 

Public Utility Holding 
Company Act 

Investment Company Act - 

Investment Advisers Act 

Litigation 


5771-77 
- 13009-36 


- 19776-84 
9541-52 
554-57 . ’ 

| 





This issue covers releases issued from 11/26/76-12/2/76. 


DECEMBER 14, 1976 


34-13009 
34-13010 


33-5772 


tion rule proposals and/or adoptions 


34-13016 
34-13026 


PROPOSED RULEMAKING 
TO REQUIRE INVESTMENT 
COMPANIES REGISTERED 
UNDER THE 1940 ACT, 
CERTAIN INVESTMENT AD- 
VISERS REGISTERED UN- 
DER THE INVESTMENT AD- 





This listing does not affect the legal status of any 
ment published in this issue. 





| SEC DOCKET INDEX 

















VOLUME FOUND IN DOCKET 


| Vol. V, No. 15 1 


3/BOC 
iJ Vol. V, No. 16 12 


a 


VA 
NEPOSITORY 


UMENTS DEPARTMENT 


EIVED 


C UNIVERSITY 


UIRRARIES 


N 93 i9/7 


ERS ACT AND SOME 
HER TYPES OF AC- 
UNTS TO MAKE DISCLO- 
RES TO INVESTORS 
UT BROKERAGE 
CEMENT PRACTICES 
POLICIES, INCLUDING 
T USE OF BROKERAGE 
MMISSIONS TO PUR- 


O 


AbPU>HnO 


OO 








1/8/75 
4/22/75 
5/28/75 
7/22/75 
1/28/76 
5/18/76 
10/5/76 


Vol. VI, No. 3 
IV Vol. VI, No. 15 
V Vol. VI, No. 20 
Vi Vol. Vil, No. 8 

Vol. Vill, No. 15 

Vol. IX, No. 11 


iX Vol. X, No. 11 








SIGNIFICANT ITEMS 


ANNOUNCE- 
MENTS 





34-13017 Notice of Monthly Publication 
of a List of Significant Letters 
by the Division of Market Reg- 
ulation and the Division of In- 
vestment Management 
34-13036 Transmission to Congress of 
the Final Report of the “Street 
Name Study” 


RULES 





The following releases relate to self-regulatory organiza- 


33-5776 
5777 





ICES (File No. S7-660—Com- 
ment Period Expires: January 
13, 1977) 


WITHDRAWAL OF PRO- 
POSED AMENDMENTS TO 
FORMS 10-K AND 10-Q PUB- 
LISHED FOR COMMENT IN 
SECURITIES ACT RELEASE 
NO. 5715 AND ADOPTION 
OF A MODIFIED VERSION 
OF THE PROPOSAL IN THE 
FORM OF AMENDMENTS 
TO THE INSTRUCTIONS TO 
FORMS S-7 UNDER THE SE- 
CURITIES ACT OF 1933 AND 
FORMS 10-K AND 10-Q UN- 
DER THE SECURITIES ACT 
OF 1933 


PROPOSED AMENDMENTS 
TO RULE 15c3-1 (UNIFORM 
NET CAPITAL RULE) 


METHOD FOR COMPLI- 
ANCE WITH SECTION 206(3) 
OF THE INVESTMENT AD- 
VISERS ACT OF 1940 WITH 
RESPECT TO CERTAIN 


SEC DOCKET/1043 








TRANSACTIONS ........... 


AMENDMENT OF PROXY 
RULES REGARDING CONMFI- 
DENTIAL TREATMENT FOR 
PRELIMINARY PROXY AND 
INFORMATION STATE- 
EINES fone eo esta dane 





1075 


34-13031 


ADOPTION OF THE “SECO 
BONDING RULE” WITH 
CERTAIN REVISIONS, EF- 


FECTIVE JANUARY 9, 1977. 1076 

















SECURITIES ACT OF 1933 





SECURITIES ACT OF 1933 
Release No. 5771/November 30, 1976 


PERMANENT SUSPENSION OF THE REGULATION A EX- 
EMPTION OF CHEMEX CORPORATION 


The Securities and Exchange Commission has issued an 
order permanently suspending the Regulation A exemption 
from registration under the Securities Act of 1933, as 
amended, with respect to the offering of securities of Chemex 
Corporation (the “Issuer’), Broadway and Park, Riverton, 
Wyoming 82501. 


Pursuant to a Notification filed on October 25, 1974, the 
Issuer proposed to offer 3,000,000 shares of its $.01 par 
value Common Stock at $.10 per share, for an aggregate 
offering price of $300,000. The Casper, Wyoming firm of 
United Securities Corporation was designated as underwriter 
for the offering. The offering commenced on or about January 
17, 1975, and was reported concluded on February 18, 1975, 
with 3,000,000 shares having been sold, resulting in pro- 
ceeds of $300,000. 


On April 28, 1976, the Commission issued an order temporar- 
ily suspending the Regulation A exemption of the Issuer, 
stating that it had reason to believe that: (a) the Notification 
and Offering Circular of the Issuer contain untrue statements 
of material facts and omit to state material facts necessary in 
order to make the statements made, in light of the circum- 
stances under which they are made, not misleading, with 
respect to, for example, the failure to disclose the actual plan 
of distribution and that the securities would be sold at prices 
higher than $.10 per share; (b) the Issuer failed to comply 
with the terms and conditions of Regulation A in that, among 
other things, its Form 2-A Sales Report failed to indicate that 
the distribution continued beyond the stated completion date 
and the failure to file certain sales literature pursuant to Rule 
258; and (c) the offering was made in violation of Section 17 
of the Securities Act of 1933, as amended. 
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The Issuer having withdrawn its request for a hearing after 
entry of the order of temporary suspension, the Commission 
ordered, pursuant to Rule 261 of the General Rules and 
Regulations under the Securities Act of 1933, as amended, 
that the exemption of the Issuer under Regulation A be 
permanently suspended. 





SECURITIES ACT OF 1933 
Release No. 5772/November 30, 1976 


SECURITIES EXCHANGE ACT OF 1934 
Release No. 13024/November 30, 1976 


INVESTMENT COMPANY ACT OF 1940 
Release No. 9547/November 30, 1976 


INVESTMENT ADVISERS ACT OF 1940 
Release No. 554/November 30, 1976 


DISCLOSURE OF BROKERAGE PLACEMENT PRAC- 
TICES BY INVESTMENT MANAGERS 


Notice of Proposed Rulemaking [File No. S7-660] 


The Securities and Exchange Commission today announced 
a proposed rulemaking pursuant to Sections 3(a)(35)(C) [15 
U.S.C. 78c(a)(35)(C)], 23(a) [15 U.S.C. 78w(a)}, and 28(e)(2) 
{15 U.S.C. 78bb(e)(2)} of the Securities Exchange Act of 
1934 [15 U.S.C. 78a et seq.] (“Securities Exchange Act’); 
Sections 10(c) and (d) {15 U.S.C. 77j(c) and (d)] of the 
Securities Act of 1933 [15 U.S.C. 77a et seq.] (“Securities 
Act’); Section 204 [15 U.S.C. 80b-4] of the investment 
Advisers Act of 1940 [15 U.S.C. 80b-1 et seq.] (“investment 
Advisers Act’); and. Section 20(a) [15 U.S.C. 80a-20(a)] of 
the Investment Company Act of 1940 [15 U.S.C. 80a-1 et 
seq.] (“Investment Company Act’) to require investment 
companies registered under the Investment Company Act, 
certain investment advisers registered under the Investment 
Advisers Act, and some other types of accounts (including 
certain H.R. 10 “Keogh” plans, employee benefit plans, and 
collective funds or separate accounts for the assets of such 
plans interests or participations in which are registered under 
the Securities Act) to make disclosures to investors about 
brokerage placement practices and policies, including the use 
of brokerage commissions to purchase research services. 


Section 28(e)(1) of the Securities Exchange Act [15 U.S.C. 
78bb(e)(1)] provides that no person who exercises “invest- 
ment discretion”’ with respeci to an account shall be deemed 
to have acted unlawfully, or to have breached a fiduciary duty 
existing under state or federal jaw solely by reason of his 
having caused the account to pay an amount of commission 
to a broker or dealer for effecting any securities transaction 
that is in excess of the amount of commission another broker 
or dealer would have charged for effecting the same transac- 
tion, if such person determines in good faith that such an 
amount of commission is reasonable in relation to the value 
of the brokerage and research services provided by the 
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executing broker, viewed in terms of either the particular 
transaction or the person’s overall responsibilities with re- 
spect to the accounts as to which he exercises investment 
discretion. 


Section 28(e)(2) [15 U.S.C. 78bb(e)(2)] provides that persons 
exercising investment discretion with respect to an account 
shall make such disclosure of their policies and practices with 
respect to commissions paid for effecting securities transac- 
tions as the Commission, or, in the case of banks, the other 
appropriate regulatory agencies, by rule, may prescribe as 
necessary or appropriate in the public interest or for the 
protection of investors.2 Although Section 28(e)(1) provides 
that the payment of commissions at rates in excess of the 
lowest available rates shall not be unlawful if the money 
manager determines in good faith that the amount of the 
commission is reasonable in relation to the value of the 
brokerage and research services provided by the broker, it 
also preserves the Commission’s powers under other provi- 
sions of the Securities Exchange Act and otherwise. Thus, 
while Section 28(e)(2) gives the Commission additional au- 
thority to adopt disclosure rules, the adoption or non-adoption 
of such rules by the Commission or the other appropriate 
regulatory agencies does not afford any protection to money 
managers who fail to disclose material facts in. a manner 
violative of anti-fraud provisions which are otherwise applica- 
ble. 


Persons Subject to the Proposed Rules 


1. Investment Managers. Proposed Rule 28e2-1 defines 
“investment manager” ‘to mean any registered investment 
adviser exercising investment discretion with respect to a 
customer account, except any such adviser who does not 
determine or suggest the broker or brokers through whom or 
the commission rates at which securities transactions for the 
account are effected; and “managed account’ is defined to 
mean an account as to which a person acts as investment 
manager.? Investment managers would be required to pro- 
vide an initial written disclosure statement to a client or 
prospective client not less than 48 hours prior to entering a 
contract or agreement establishing a managed account. 
Thereafter, and as to managed accounts in existence at the 
effective date of the rule, an annual written disclosure state- 
ment would be required to be provided within 90 days of the 
close of each fiscal year of the managed account. The 
information to be included in the initial and annual written 
disclosure statements is specified in paragraphs (c) and (d) of 
proposed Rule 28e2-1, respectively. Supplemental wriiten 
disclosure statements would be required to be provided 
within 45 days after any material change occurs in the 
information included in such statements. 


No additional disclosure statement would be required upon 
the renewal or extension of an existing advisory agreement. 
However, if information previously provided became materi- 
ally inaccurate, a written correction and explanation would 
have to be provided not less than 48 hours in advance of any 
extension or renewal. 


Also, the proposed amendment to Rule 204-2 under the 
Investment Advisers Act [17 CFR 275.204-2] would require 
investment advisers to maintain copies of disclosure state- 
ments provided pursuant to proposed Rule 28e2-1 as part of 
their books and records. 


2. Registered Investment Companies. The proposed 
amendments to Forms S-4 and S-5 under the Securities Act 
[17 CFR 239.14 and 239.15] would require investment 
companies registered under the Investment Company Act to 
include the information specified in paragraph (d) of the 
proposed Rule 28e2-1 in their prospectuses. In addition, the 
proposed amendment to Rule 20a-2 under the Investment 
Company Act [17 CFR 270.20a-2] would require the same 
information to be included in proxy statements of registered 
investment companies.4 


3. Other Issuers. The proposed amendments to Forms S-1 
and S-8 under the Securities Act [17 CFR 239.11 and 
239.16b] would require the information specified in paragraph 
(d) of proposed Rule 28e2-1 to be included in prospectuses 
required under the Securities Act for certain interests or 
participations issued in connection with employee benefit 
pians which are similar to investment companies. These 
include interests in retirement pians for self employed per- 
sons (commonly called “Keogh” plans), collective trusts 
maintained by banks, or separate accounts of insurance 
companies for the assets of such plans where such interests 
are required to be registered under the Securities Act, and 
interests in other qualified employee benefit pians or trusts 
which are required to be registered under the Securities Act. 


Information to be Disclosed 


The information to be disclosed pursuant to the proposed 
rules is specified in paragraph (d) of proposed Rule 28e2-1, 
except that the information to be included by investment 
managers in initial written disclosure statements is specified 
in paragraph (c) of such rule. In general, paragraph (d) would 
require (1) a description of how brokers are selected to effect 
transactions for the managed account and how evaluations 
are made of the overall reasonableness of commissions paid; 
(2) a brief description of any research services which the 
investment manager obtains in return for brokerage commis- 
sions, the extent to which such research is obtained for the 
purpose of benefiting accounts generally or specific managed 
accounts of the investment manager, and any other research 
services provided for the managed account; (3) a brief 
description of certain other services and items of value 
received from brokers by the investment manager or affiliated 
persons’ of the investment manager and an estimate of their 
fair market value; and (4) a statement of the total brokerage 
commissions paid by the managed account during the pre- 
ceding year as a dollar amount and as a percentage of 
average assets, the amount of any brokerage commissions 
paid to the investmen: manager or its affiliated persons, and 
the average rates for commissions paid by the account on all 
transactions and on any transactions executed by the invest- 
ment manager or its affiliated persons.® 


In addition, under the proposed amendments to the proxy 
requirements applicable to investment companies and to the 
registration forms under the Securities Act for investment 
companies and other issuers covered by the proposed rules, 
some of the figures relating to brokerage commissions paid 
would be required for three years, rather than only one year, 
together with a brief explanation of any material changes .in 
such figures. 


Paragraph (c) of proposed Rule 28e2-1, relating to initial 
written disclosure statements provided by investment man- 
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agers, would require disclosure of information very compara- 
ble to that specified in paragraph (d), except that no informa- 
tion relating to past periods would be required. 


In addition to the requirements set forth in paragraphs (c) and 
(d), consideration has been given to requiring disclosure of 
the amount of brokerage commissions paid by managed 
accounts for research services. However, to make such a 
disclosure, it would be necessary to separate a single com- 
mission into its component execution and research parts. For 
example, the research component might be approximated by 
deducting an amount equivalent to rates charged for availa- 
ble execution services from the overall brokerage commis- 
sion paid by the managed account. While a number of these 
services now appear to be available, it may still not be 
appropriate to require such a calculation, since Section 28(e) 
covers bona fide payments for superior execution services 
(as well as research services), which may be important in 
effecting very large institutional-size transactions. Neverthe- 
less, comments are specifically invited on the feasibility and 
desirability of requiring disclosure of specific dollar amounts 
paid through brokerage commissions for research services as 
an alternative (or addition) to the proposed disclosure require- 
ments. 


Scope of the Proposed Rules 


Under Section 28(e)(2), the Commission may adopt disclo- 
sure requirements concerning brokerage placement policies 
and practices for any person, other than a bank, who 
exercises investment discretion as defined by Section 
3(a)(35) or by Commission rule.’ Therefore, rules adopted 
under Section 28(e) could be broadened to cover such 
additional persons and entities as broker-dealers exercising 
investment discretion solely incidental to their brokerage 
business and not for special compensation; insurance com- 
panies with respect to their general accounts; separate 
accounts of insurance companies and pension funds inter- 
ests in which are exempt from registration as provided in 
Section 3(a)(2) of the Securities Act [15 U.S.C. 77c(a)(2)]; 
endowments or foundations; individual, non-professional 
trustees and executors; and companies other than invest- 
ment companies having substantial securities portfolios. 


In general, the proposed rules limit the disclosure require- 
ments to persons who hold themselves out as professional 
money managers, and as io whom the Commission would be 
able effectively to enforce such requirements. The Commis- 
sion, however, requests that persons commenting on the 
proposed rules address the following points: ( ) the desirabil- 
ity of extending the disclosure requirements to any additional 
categories of persons; (2) the costs of compliance by persons 
who would be subject to the rules; (3) any ways in which 
such costs might appropriately be reduced; and (4) the 
competitive impact which the proposed rules would have. 


In this connection, proposed Rule 28e2-1 would require 
registered investment advisers who manage discretionary 
accounts to provide their clients with an annual disclosure 
document. Currently, most such advisers do, as a matter of 
business practice, provide their clients with an account state- 
ment at least annually, although this is not required under the 
federal securities laws. These statements typically do not 
contain specific information about brokerage commissions,’ 
but do include such information as schedules of assets with 
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historical costs and current values, schedules of purchase 
and sale transactions, and various presentations of account 
performance. Investment advisers would be free to satisfy the 
annual disclosure requirement of proposed Rule 28e2-1 by 
including the prescribed disclosures in these or other routine 
communications with their customers. 


Aliso, in March 1975, the Commission proposed Rule 206(4)- 
4 under the Investment Advisers Act,? which would require 
investment advisers to provide clients with written disclosure 
statements containing certain specified information at least 48 
hours prior to entering into any advisory contract, and to 
provide written corrections within 45 days if such information 
becomes materially inaccurate. These statements would in- 
clude, among other things, the general source or sources of 
information used by the investment adviser as the basis for 
any investment advice rendered to clients and the methods 
employed by the investment adviser to analyze or evaluate 
such information. In addition, under some circumstances, the 
adviser would also be required to disclose whether and to 
what extent the investment adviser may have discretionary 
authority to select brokers or dealers to execute transactions 
in securities for its clients or for the accounts of its clients, 
and, if so, the factors considered in making such selections. 
Although the requirements under proposed Rule 28e2-1 différ 
in a number of respects from those under proposed Rule 
206(4)-4, if both rules are adopted, invesiment advisers 
would be free to satisfy the initial disclosure requirement of 
proposed Rule 28e2-1 by including the prescribed disclo- 
sures as part of or as a supplement to the written disclosure 
statement required by proposed Rule 206(4)-4. 


Effective Date of Proposed Rules 


It is anticipated that if the Commission adopts rules similar in 
form and substance to those proposed herein, such rules 
would become effective 45 days after adoption. Registration 
statements and annual updating amendments which are filed 
by registered investment companies and employee benefit 
funds subject to the rules and which are to become effective 
subsequent to the effective date of the rules would of course 
be required to comply therewith. In addition, it is anticipated 
that prospectuses used subsequent to the effective date of 
the rules and containing financial statements for fiscal years 
ending December 31, 1976 and thereafter would normally be 
required to include the disclosures prescribed by such rules, 
even though a registration statement or annual updating 
amendment not including such disclosures may have be- 
come effective prior to the effective date of the rules. 1° 


Commission Action 


|. It is proposed to amend Part 240 of Chapter II of Title 17 of 
the Code of Federal Regulations, General Rules and Regula- 
tions, Securities Exchange Act of 1934, by adding a new 
Section 240.28e2-1 (Rule 28e2-1) as follows: 


§ 240.28e2-1 Brokerage placement disclosure requirements 
for investment managers. 


(a) Investment managers; managed accounts. For the pur- 
poses of this rule, “investment manager” means a registered 
investment adviser exercising investment discretion, as de- 
fined in paragraph (e) of this rule, with respect to a customer 
account, except any such adviser who does not determine or 
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suggest the broker or brokers through whom or the commis- 
sion rates at which securities transactions for the account are 
effected; and “managed account” means an account with 
respect to which a person is an investment manager. 


(b) Written disclosure statements. 


(1) Every investment manager shall provide the ustomer or 
other person or persons authorized to engage the services of 
the investment manager for a managed account with an initial 
written disclosure statement containing the information speci- 
fied in paragraph (c) of this rule not less than 48 hours prior 
to entering into a written or oral contract or agreement 
establishing the managed account (provided that this ;e- 
quirement shal! not apply to the extension or renewal of any 
contract or agreement as in effect immediately prior to such 
extension or renewal); and thereafter, and as to managed 
accounts established prior to the effective date of this rule, 
every investment manager shall provide the customer or 
other person or persons authorized to engage the services of 
the investment manager with an annual written disclosure 
statement containing the information specified in paragraph 
(d) of this rule within not more than 90 days following the 
close of each fiscal year of the managed account ending after 
the effective date of this rule, so long as the advisory contract 
or agreement respecting the managed account continues or 
is extended or renewed. 


(2) If a material change occurs in the information provided to 
any customer or other person pursuant to paragraph (b)(1) of 
this rule, the investment manager shall provide such cus- 
tomer or other person with a written statement describing 
such change and the reasons therefor within 45 days after 
the date such information becomes materially inaccurate or 
misleading, but in no case less than 48 hours prior to 
extension or renewal of an advisory contract or agreement 
respecting the managed account. 


(c) Information required in initial written disclosure state- 
ments. 


(1) A description of how brokers will be selected to effect 
securities transactions for the managed account, the factors 
to be considered in making such selections, and the process 
by which evaluations will be made of the overall reasonable- 
ness of commissions paid. 


(2) A brief description of (i) any researcn services, whether or 
not for the benefit of the managed account, which are 
intended to be obtained during the forthcoming year in return 
for commissions paid by the managed account or by any 
other managed account of the investment manager to bro- 
kers who may execute transactions for the managed account; 
(ii) the extent to which such research will be obtained for the 
purpose of benefiting managed accounts generally, or any 
specific managed accounts of the investment manager; and 
(iii) any other research services which are intended to be 
provided for the managed account. 


(3) A brief description of any services or items of value not 
described in response to item (2)(i) of this paragraph, whether 
or not for the benefit of the managed account, which are 
intended to be obtained during the forthcoming year by the 
investment manager or by any affiliated person of the invest- 
ment manager from brokers who may execute transactions 


for the managed account. Not required to be included are (i) 
any service or item to be obtained in return for brokerage 
commissions paid by any account which is not a managed 
account of the investment manager; (ii) any service or item to 
be obtained in bona fide purchase and sale transactions 
otherwise than in return for brokerage commissions; or (iii) 
any incidental business gift, entertainment, food or recreation 
not having a substantial value. 


(d) Information required in annuai written disclosure state- 
ments. 


(1) A description of how brokers are selected to effect 
securities transactions for the managed account, the factors 
considered in making such selections, and the process by 
which evaluations are made of the overall reasonableness of 
commissions paid. 


(2) A brief description of (i) any research services, whether or 
not for the benefit of the managed account, which were 
obtained during the preceding fiscal year of the managed 
account, and any such services intended to be obtained in 
the current year, in return for commissions paid by the 
managed account or by any other managed account of the 
investment manager to brokers who executed or may exe- 
cute transactions for the managed account; (ii) the extent to 
which such research was or will be obtained for the purpose 
of benefiting managed accounts generally, or any specific 
managed accounts of the investment manager; and (iii) any 
other research services which were or are intended to be 
provided for the managed account. 


(3) A brief description of any services or items of value not 
described in response to item (2)(i) of this paragraph, whether 
or not for the benefit of the managed account, which were 
obtained during the preceding fiscal year of the managed 
account, and any such services or items of value intended to 
be obtained in the current year, by the investment manager 
or by any affiliated person of the investment manager from 
brokers who executed or may execute transactions for the 
managed account, and an estimate of the approximate 
aggregate fair market value thereof during the preceding 
year. Not required to be included are (i) any service or item 
obtained in return for brokerage commissions paid by any 
account which is not a managed account of the investment 
manager; (ii) any service or item received in bona fide 
purchase and sale transactions otherwise than in return for 
brokerage commissions; or (iii) any incidental business gift, 
entertainment, food, or recreation not having a substantial 
value. 


(4) With respect to the preceding fiscal year of the managed 
account, a statement of (i) the total amount of brokerage 
commissions paid by the managed account expressed both 
as a dollar amount and as a percentage of the average net 
assets of the account (calculated on the basis of the same 
period as the advisory fee is calculated); (ii) the total dollar 
amount of such commissions paid to the investment manager 
or to brokers who are affiliated persons of the investment 
manager; and (iii) the average commission rate paid by the 
managed account (A) on all transactions involving the pay- 
ment of commissions to any broker and (B) on all transac- 
tions involving the payment of commissions to the investment 
manager or brokers who are affiliated persons of the invest- 
ment manager. Average commission rates are to be calcu- 
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lated by dividing the total dollar amount of transactions into 
the total dollar amount of commissions paid. 


(e) Investment discretion. For purposes of Section 28(e) of 
the Act [15 U.S.C. 78bb(a)] and this rule, a person exercises 
investment discretion with respect to an account under the 
circumstances specified in clauses (A) and (B) of Section 
3(a)(35) of the Act [15 U.S.C. 78c(a)(35)(A) and (B)]}, or if 
such person determines through what broker or at what 
commission rates securities transactions on behalf-of the 
account are effected. 


ll. It is proposed to amend Part 270 of Chapter II of Title 17 of 
the Code of Federal Regulations, Rules and Regulations, 
Investment Company Act of 1940, by amending and revising 
paragraph (a)(1) of Section 270.20a-2 (Rule 20a-2) to read 
as follows: 


$270.20a-2 Information pertaining to investment adviser and 
investment advisory contracts. 


(a) 


(1) State the name and address of the investment adviser, 
the date of the existing investment advisory contract, the date 
on which it was last submitted to a vote of security holders of 
the investment company and the purpose of such submis- 
sion. Briefly describe the terms of the contract, including the 
rate of compensation of the investment adviser. State the 
aggregate amount of the investment advisers fee and the 
amount and purpose of any other material payment by the 
investment company to the investment adviser during the last 
fiscal year of the investment company. Set forth the informa- 
tion specified in paragraph (d) of Rule 28e2-1 under the 
Securities Exchange Act of 1934 [17 CFR 240.28e2-1(d)] 
regarding brokerage placement policies and practices of 
investment managers. Include the information required by 
items (4)(i) and (4)(ii) of such paragraph (d) for the three most 
recent fiscal years of the investment company and a brief 
explanation of any material changes in such figures. For 
purposes of is rule, the investment company is a “managed 
account,” and each adviser to the investment company who 
determines or suggests through what broker or brokers or at 
what commission rates securities transactions for the com- 
pany are effected is an “investment manager” within the 
meaning of paragraph (d) of Rule 28e2-1. If any person is 
acting as an investment adviser of the investment company 
otherwise than pursuant to a written contract which has been 
approved by the security holders of such company, identify 
such person and describe the nature of the services and 
arrangements therefor. 


Ill. It is proposed to amend Part 275 of Chapter I! of Title 17 
of the Code of Federal Regulations, Rules and Regulations, 
Investment Advisers Act of 1940, by adding a new Section 
275.204-3 (Rule 204-3) to read as follows: 


$275.204-3 Brokerage placement disclosure requirements for 
investment advisers. 


Every registered investment adviser shall provide clients for 
which it acts as an investment manager as defined in Rule 
28e2-1 under the Securities Exchange Act of 1934 [17 CFR 
240.28e2-1} with written disclosure statements regarding its 
brokerage placement policies and practices in accordance 
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with that rule. ; 

IV. It is proposed to amend Part 275 of Chapter li of Title 17 
of the Code of Federal Regulations, Rules and Regulations, 
Investment Advisers Act of 1940, by adding a new paragraph 
(a)(15) to Section 275.204-2 (Rule 204-2) to read as follows: 


S275.204-2 Books and records to be maintained by invest- 
ment advisers. 


(a) : . 


(15) A copy of each written disclosure statement and amend- 
ment or revision thereof provided to any person pursuant to 
Rule 204-3 [17 CFR 175.204-3] under the Act and Rule 
28e2-1 under the Securities Exchange Act of 1934 [17 CFR 
240.28e2-1] and a record of the dates and persons to whom 
such disclosure statements, amendments or revisions were 
provided. 


V. It is proposed to amend and revise Item 9 of Form S-1 
under the Securities Act [17 CFR 239.11] by adding an 
Instruction 10 to the Instructions to paragrach (a) of Item 9 to 
read as follows: 


$239.11 Form S-1, registration statement under the Securi- 
ties Act of 1933. 


te, ae ea ae 
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10. If the securities being registered represent interests or 
articipations in any single or collective fund, trust or separate 
account issued in connection with an employees’ stock 
bonus, pension, profit-sharing or annuity plan, provide the 
information specified in paragraph (d) of Rule 28e2-1 under 
the Securities Exchange Act of 1934 [17 CFR 240.28e2-1(d)] 
regarding brokerage placement policies and practices of 
investment managers. Include the information specified in 
clauses (4)(i) and (4)(ii) of such paragraph (d) for the three 
most recent fiscal years of the registrant and a brief explana- 
tion of any material changes in such figures. For purposes of 
this item, the fund, trust or account is a “managed account,” 
and every adviser who determines or suggests through what 
broker or brokers or at what commission rates securities 
transactions for such fund, trust or account are effected is an 
“investment manager” within the meaning of paragraph (d) of 
Rule 28e2-1. 


Vi. It is proposed to amend and revise Item 5 of Form S-4 
under the Securities Act [17 CFR 239.14] by adding an 
Instruction 3 to the Instructions to Item 5 to read as follows: 


$239.14 Form S-4, for closed-end management investment 
companies registered on Form N-8B-1. 


*~ * et 


Item 5. Information Required by Items of Form N-8B-1. 


ee ee aed oe 


3. The information specified in paragraph (d) of Rule 28e2-1 

















under the Securities Exchange Act of 1934 [17 CFR 
240.28e2-1(d)] regarding brokerage placement policies and 
practices of investment managers shall be included in the 
prospectus in the response to Item 22 or Item 25 of Form N- 
8B-1 [17 CFR 274.11] relating to advisers and advisory 
contracts and compensation. Include the information speci- 
fied in clauses (4)(i) and (4)(ii) of such paragraph (d) for the 
three most recent fiscal years of the registrant and a brief 
explanation of any material changes in such figures. For 
purposes of this item, the registrant is a “managed account,” 
and each adviser who determines or suggests through what 
broker or brokers or at what commission rates securities 
transactions for the registrant are effected is an “investment 
manager” within the meaning of paragraph (d) of Rule 28e2- 
e 


VII. It is proposed to amend and revise paragraph 1 of Form 
S-5 under the Securities Act [17 CFR 239.15] by adding a 
paragraph 1(d) to read as follows: 


$239.15 Form S-5, for open-end management investment 
companies registered on Form N-8B-1. ; 


t & ela 


1. Information Required by Items of Form N-8B-1. 


se 


(d) The information specified in paragraph (d) of Rule 28e2-1 
under the Securities Exchange Act of 1934 [17 CFR 
240.28e2-1(d)] regarding brokerage placement practices and 
policies of investment managers shall be included in the 
prospectus in the response to Items 22 or 25 of Form N-8B-1 
{17 CFR 274.11] relating to advisers and advisory contracts 
and compensation. Include the information specified in items 
(4)(i) and (4)(ii) of such paragraph (d) for the three most 
recent fiscal years of the registrant and a brief explanation of 
any material changes in such figures. For purposes of this 
item, the registrant is a “managed account,” and each 
adviser who determines or suggests through what broker or 
brokers or at what commission rates securities transactions 
for the registrant are effected is an “investment manager’ 
within the meaning of paragraph (d) of Rule 28e2-1. 


VII. It is proposed to amend and revise Item 9 of Form S-8 
under the Securities Act [17 CFR 239.16b]"? by adding a new 
new paragraph (d) to read as follows: 


§ 239.16b Form S-8, for registration under the Securities Act 
of 1933 of securities to be offered to employees pursuant to 
certain plans. 


ae eee et 
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(d) If a substantial part of the assets of the plan are invested 
in securities other than those of the employer, its parents, or 
subsidiaries, provide the information specified in paragraph 
(d) of Rule 28e2-1 under the Securities Exchange Act of 1934 
[17 CFR 240.28e2-1(d)] regarding brokerage placement 
practices and policies of investment managers. Include the 
information specified in items (4)(i) and (4)(ii) of such para- 


graph (d) for the three most recent fiscal years of the 
registrant and a brief explanation of any material changes in 
such figures. For this purpose, the plan or any fund, trust, or 
account in which assets of the plan are invested is a 
“managed account,” and every adviser who determines or 
suggests through what broker or brokers or at what commis- 
sion rates securities transactions for such plan, fund, trust or 
account are effected is an “investment manager” within the 
meaning of paragraph (d) of Rule 28e2-1. 


All interested persons are invited to submit their views and 
comments on the above proposals in triplicate to George A. 
Fitzsimmons, Secretary, Securities and Exchange Commis- 
sion, Washington, D.C. 20549, on or before January 13, 
1977. Such comments should refer to File No. S7-660, and 
will be available for public inspection. 


By the Commission. 


George A. Fitzsimmons 
Secretary 





1“Investment discretion” is defined in Section 3(a)(35) [15 
U.S.C. 78c(a)(35)}. 


2 The appropriate regulatory agencies for persons exercising 
investment discretion with respect to an account are specified 
in Section 3(a)(34)(F) [15 U.S.C. 78c(a)(34)(F)]. 


3 Section 3(a)(35) of the Securities Exchange Act [15 U.S.C. 
78c(a)(35)] provides: 


A person exercises “investment discretion” with re- 
spect to an account if, directly or indirectly, such person 
(A) is authorized to determine what securities or other 
property shail be purchased or sold by or for the 
account, (B) makes decisions as to what securities or 
other property shall be purchased or sold by or for the 
account even though some other person may have 
responsibility for such investment decisions, or (C) 
otherwise exercises such influence with respect to the 
purchase and sale of securities or other property by or 
for the account as the Commission, by rule, deter- 
mines, in the public interest or for the protection of 
investors, should be subject to the operation of the 
provisions of this title and the rules and regulations 
thereunder. 


Proposed Rule 28e2-1(e) would provide that for purposes of 
Section 28(e), and rules adopted thereunder, a person exer- 
cises investment discretion with respect to an account under 
the circumstances specified in clauses (A) and (B) of Section 
3(a)(35) or if such person determines through what broker or 
at what commission rates securities transactions on behalf of 
the account are effected. The need for this clarification has 
been indicated, among other things, by inquiries the staff has 
received as to whether investment advisers to registered 
investment companies exercise investment discretion when a 
company’s board of directors makes a decision as to securi- 
ties to be purchased or sold, but the adviser otherwise has 
discretion as to the timing, price, and commission rate with 
respect to the transaction. However, the definition would not 
be limited to investment company advisers. 
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4 Of course, all material details of an adviser’s brokerage 
placement policies and practices, including information such 
as that called for by proposed Rule 28e2-1(d), should be 
disclosed to the directors of registered investment companies 
and considered by ihem in evaluating the terms of advisory 
contracts as required by Section 15(c) of the Investment 
Company Act [15 U.S.C. 80a-15(c)]. 


5 “Affiliated person” is defined in Section 3(a)(19) of the 
Securities Exchange Act [15 U.S.C. 78c(a)(19)] and Section 
2(a)(3) of the Investment Company Act [15 U.S.C. 80a- 
2(a)(3)]. 


6 The Commission specifically invites comments on the desir- 
ability of substantive limitations on the payment of more than 
normal execution charges to a broker affiliated with the 
investment manager in return for research services (see 
Securities Act Release No. 5250 (May 9, 1972) [37 Fed. Reg. 
9988(1972)]), and what, if any, additional disclosures would 
be appropriate with respect to such practices. 


7 Also, Section 28(e) specifically provides that nothing therein 
shall be construed to impair or limit the power of the 
Commission under any other provision. 


8 The Commission has been informed, however, that in most 
cases investment advisers subject to the rules have available 
the necessary data to compile specific information about 
brokerage commissions, since brokers executing securities 
transactions for discretionary accounts managed by invest- 
ment advisers normally send confirmations of such transac- 
tions to the adviser, as well as to the customer. 


2See !nvestment Advisers Act Release No. 442 (Mar. 5, 
1975) [40 Fed. Reg. 11897 (1975)]. 


10 Where such disclosures are provided by means of an 
amended prospectus, and no post-effective amendment to 
the registration statement is filed, copies of the amended 
prospectus should be filed with the Commission in compli- 
ance with Rule 424(c) under the Securities Act [17 CFR 
230.424(c)]. 


11 Securities Act Release No. 5767 (November 22, 1976) 
fe Peeaareg,. “ORs (976)1: 





SECURITIES ACT OF 1933 
Release No. 5773/December |, 1976 


PERMANENT SUSPENSION OF THE REGULATION B EX- 
EMPTION OF HARVEST FUELS, INC. 


The Securities and Exchange Commission has issued an 
order permanently suspending the Regulation B exemption 
from registration under the Securities Act of 1933 with regard 
to the public offering of fractional undivided working interests 
in oil and gas leases in the following Harvest Fuels, Inc. 
Offering: 
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Harvest Fuels, Inc.-No. 1 R. E. Lee (File No. 20-2136A1). 


The Commission has reason to believe that the exemption 
from registration afforded by Regulation B is unavailable 
because Harvest Fuels, Inc. has not complied with the terms 
and conditions of Regulation B in that (1) Belmont Oil 
Company, an affiliate of Harvest Fuels, Inc., was restrained 
and preliminarily enjoined on November 3, 1975, by the 
District Court of Harris County, in Houston, Texas, from 
offering or selling securities within and from the state of 
Texas in violation of certain provisions of the Securities Act of 
the state of Texas; and (2) Belmont Oil Company and Ascot 
Oils, Inc., affiliates of Harvest Fuels, Inc., have made filings 
pursuant to section 3(b) of the Securities Act of 1933 which 
are under orders of temporary suspension. 





SECURITIES ACT OF 1933 
Release No. 5774/December 1, 1976 


PERMANENT SUSPENSION OF THE REGULATION B EX- 
EMPTION OF ASCOT OILS, INC. 


The Securities and Exchange Commission has issued an 
order permanently suspending the Regulation B exemption 
from registration under the Securities Act of 1933 with regard 
to the public offering of fractional undivided interests in oil and 
gas leases in the following Ascot Oils, Inc. offerings: 


Huestis #1 (File No. 20-1048A261); Mulhall #1 (File No. 20- 
1048A264); Wright #1 (File No. 20-1048A264); Johnson 
#1 (File No. 20-1048A271); Huddleston #A-1 (File No. 20- 
1048A272); Wylie #1 (File No. 20-1048A273). 


The Commission has reason to believe that the exemption 
from registration afforded by Regulation B is unavailable 
because Ascot Oils, inc. has not complied with the terms and 
conditions of Regulation B in that, as to the Huestis #1, 
Mulhall #1, and Wright #1 offerings, (1) Ascot Oils, Inc. failed 
to deliver the offering sheet to the investor at or prior to the 
time of the initial offer to sell; (2) Ascot Oils, Inc. failed to 
deliver the offering sheet to the investor 48 hours before the 
sale was made; and (3) Ascot Oils, Inc. used, in addition to 
the offering sheet, prohibited sales literature in connection 
with the offering of securities; and in that, as to the Johnson 
#1, Huddleston #A-1, and Wylie #1 offerings, (1) Belmont 
Oil Co., an affiliate of Ascot Oils, Inc., was restrained and 
preliminarily enjoined on November 3, 1975, by the Harris 
County District Court, in Houston, Texas, from offering or 
selling securities within and from the state of Texas in 
violation of the securities registration, broker-dealer registra- 
tion, and anti-fraud provisions of the Securities Act of the 
state of Texas; (2) Arch L. French, a vice-president of Ascot 
Oils, Inc., was restrained and preliminarily enjoined on No- 
vember 3, 1975, by the Harris County District Court in 
Houston, Texas, from offering or selling securities within and 
from the state of Texas in violation of the securities registra- 
tion, broker-dealer registration, and anti-fraud provisions of 
the Securities Act of the state of Texas; and (3) Ascot Oils, 
Inc., failed to disclose that on November 3, 1975, Belmont Oil 








Co. and Arch L. French, an affiliate and vice-president, 
respectively of Ascot Oils, Inc., were restrained and prelimi- 
narily enjoined by the Harris County District Court, in Hous- 
ton, Texas, from offering or selling securities within and from 
the state of Texas in violation of the securities registration, 
broker-dealer registration, and anti-fraud provisions of the 
Securities Act of the state of Texas. 





SECURITIES ACT OF 1933 
Release No. 5775/December 1, 1976 


PERMANENT SUSPENSION OF THE REGULATION B ExX- 
EMPTION OF BELMONT OIL COMPANY 


The Securities and Exchange Commission has issued an 
order permanently suspending the Regulation B exemption 
from registration under the Securities Act of 1933 with regard 
to the public offering of fractional undivided interests in oil and 
gas leases in the following Belmont Oil Company offerings: 


Browder #1 (File No. 20-2001A23); Cockrell #1 (File No. 20- 
2001A24). 


The Commission has reason to believe that the exemption 
from registration afforded by Regulation B is unavailable 
because Belmont Oil Co. has not complied with the terms 
and conditions of Regulation B in that (1) Belmont Oil Co. 
failed to deliver the offering sheet to the investor at or prior to 
the time of the initial offer to sell; (2) Belmont Oil Co. failed to 
deliver the offering sheet to the investor 48 hours before the 
sale was made; and (e) Belmont Oil Co. used, in addition to 
the offering sheet, prohibited sales literature in connection 
with the offering of securities. 





SECURITIES ACT OF 1933 
Release No. 5776/December 2, 1976 


SECURITIES EXCHANGE ACT OF 1934 
Release No. 13034/December 2, 1976 


NOTICE OF WITHDRAWAL OF PROPOSED AMEND- 
MENTS TO ANNUAL AND PERIODIC REPORTS 


The Securities and Exchange Commission announced today 
that it has withdrawn its proposal to amend Forms 10-K [17 
CFR 249.310] and 10-Q [17 CFR 249.308a] under the 
Securities Exchange Act of 1934 (the “1934 Act’) [15 U.S.C. 
78a et seq. as amended by Pub. L. No. 94-29 (June 4, 
1975)], which was published for comment in Securities Act 
Release No. 5715 (June 2, 1976), 41 FR 23983, and has 
adopted a modified version of the proposal in the form of 
amendments to the instructions to Forms S-7 [17 CFR 
239.26] and S-16 [17 CFR 239.27] under the Securities Act 


of 1933, (the “1933 Act”) [15 U.S.C. 77a et seq. as amended 
by Pub. L. No. 94-29 (June 4, 1975)] and Forms 10-K and 
10-Q under the Securities Exchange Act of 1934. (See Rules 
and Regulations in this issue at Page .) 


The amendments to Forms 10-K and 10-Q' published for 
comment in Securities Act Release No. 5715 (June 2, 1976), 
41 FR 23983, would have provided a space on the facing 
sheet of each form which a registrant, at its option, could use 
to indicate its intention to file a registration statement on 
either Form S-7, Form S-9 [17 CFR 239.22] or Form S-162 
on or before the date of its next filing on either Form 10-K or 
Form 10-Q. Compliance with the proposed notice provision 
was expected to enable the staff to review promptly the 
annual, quarterly, and current reports filed by registrants 
under the 1934 Act, and, in most cases, thereby to expedite 
its review of registration statements on Forms S-7, S-9, or S- 
16, when filed. 


In view of the adverse comments received on this proposal 
(See File No. S7-638), the Commission has determined to 
withdraw it and to adopt instead a modified version of the 
proposal in the form of amendments to the instructions to 
Forms 10-K and 10-Q under the 1934 Act and Forms S-7 and 
S-16 under the 1933 Act. 


By the Commission. 


George A. Fitzsimmons 
Secretary 





'Forms 10-K and 10-Q are used for annual and quarterly 
reports, respectively, filed under the 1934 Act. 


2 Form S-7 and Form S-16 are registration forms under the 
1933 Act which may be used for the registration of securities 
of issuers which have filed periodic reports under the 1934 
Act for three or more years and which meet certain other 
conditions. See Securities Act, Release No. 5728 (July 26, 
1976) 41 FR 32539, for a proposal to modify the conditions 
as to the use of Forms S-7 and S-16. 





SECURITIES ACT OF 1934 
Release No. 5777/December 2, 1976 


SECURITIES AND EXCHANGE ACT OF 1934 
Release No. 13035/December 2, 1976 


FORMS PRESCRIBED UNDER THE SECURITIES ACT OF 
1933 


FORMS, SECURITIES EXCHANGE ACT OF 1934 


Amendments to Instructions to Registration Forms and An- 
nual and Periodic Reports 


The Securities and Exchange Commission announced today 
that it has withdrawn its proposal to amend Forms 10-K [17 


SEC DOCKET/1051 








CFR 249.310] and 10-Q [17 CFR 249.308a] under the 
Securities Exchange Act of 1934 (the “1934 Act’) [15 U.S.C. 
78a et seq. as amended by Pub. L. No. 94-29 (June 4, 
1975)], (See Proposed Rules in this issue at page), which 
was published for comment in Securities Act Release No. 
5715 (June 2, 1976), 41 FR 23983, and has adopted a 
modified version at the proposal in the form of amendments 
to the instructions to Forms S-7 [17 CFR 239.26) and S-16 
[17 CFR 239.27] under the Securities Act of 1933, (the “1933 
Act”) [15 U.S.C. 77a et seq. as amended by Pub. L. No. 94- 
29 (June 4, 1975)] and Forms 10-K and 10-Q under the 
Securities Exchange Act of 1934. 


The amendments to Forms 10-K and 10-Q' published for 
comment in Securities Act Release No. 5715 (June 2, 1976), 
41 FR 23983, would have provided a space on the facing 
sheet of each form which a registrant, at its option, could use 
to indicate its intention to file a registration statement on 
either Form S-7, Form S-9[17 CFR 239.22] or Form S-16, on 
or before the date of its next filing on either Form 10-K an or 
Form 10-Q. Compliance with the proposed notice provision 
was expected to enable the staff to review promptly the 
annual, quarterly, and current reports filed by registrants 
under the 1934 Act, and, in most cases, thereby to expedite 
its review of registration statements on Forms S-7, S-9 or S- 
16, when filed. 


in veiw of the adverse comments received on this proposal 
(See File No. S7-638), the Commission has determined to 
withdraw it and to adopt instead a modified version of the 
proposal in the form of amendments to the instructions to 
Forms 10-K and 10-Q under the 1934 Act and Forms S-7 and 
S-16 under the 1933 Act.? 


AMENDMENTS TO FORMS S-7 and S-16 


The amendments to Forms S-7 and S-16, adopted today, 
add instructions to the forms requesting registrants to notify 
the Commission's staff of their intention to file a registration 
statement on either form,? by letter addressed to the Branch 
Chief in the Division of Corporation Finance who regularly 
reviews the registrant's filings, as far in advance of the 
expected time of filing as is practicable. This instruction is 
intended to remind registrants of the staff's desire for such 
advance notice at the time the registration process is initiated. 
Providing such advance notice would be optional with the 
registrant and compliance with the instruction requesting pre- 
filing notice would not be a condition to use of Form S-7 or S- 
16. However, receipt of such advance notice would enable 
the staff promptly to review registrant's 1934 Act reports, to 
the extent staff time is available, and thereby, in many cases, 
to expedite processing of the registration statement when 
filed. 


AMENDMENTS TO FORMS 10-K and 10-Q 


The Amendments to the instructions to Forms 10-K and 10-Q 
adopted today add an instruction requesting that registrants, 
who, at the time of filing an annual or quarterly report on 
Form 10-K or Form 10-Q, intend to file a registration state- 
ment on either Form S-7 or S-16 in the near future, provide 
the staff with notice of such intention in the transmittal letter 
accompanying the report on Form 10-K or 10-Q (with a copy 
under separate cover io the Branch Chief in the Division of 
Corporation Finance who regularly reviews the registrant's 
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filings). This new instruction is intended to serve as a periodic 
reminder of the staffs desire for advance notice of filings on 
Form S-7 and S-16 and would operate in the same manner 
as the new instructions to Forms S-7 and S-16 described 
above. Compliance with the new instructions will be optional 
on the part of registrants and will not be a condition to use of 
Form S-7 or S-16. 


OTHER MATTERS 


The Commission also wishes to take this opportunity to 
request registrants to provide advance notice to the staff of 
any special considerations regarding the registration state- 
ment (e.g., whether confidential treatment will be requested 
as to any material required to be filed, whether there are any 
new or unusual matters of materia! importance regarding the 
registrant, etc.). 


Such information also will assist the staff in the processing of 
registration statements and compliance with the instruction 
requesting this information is optional on the part of regis- 
trants. 


DISCLOSURE OF PRE-FILING NOTICES 


The Commission has been advised by its Office of the 
General Counsel that, in its opinion, the information contained 
in such pre-filing notice letters would be exempt from disclo- 
sure under the Freedom of Information Act for a reasonable 
period of time after the contemplated filing date, or until the 
registration statement is filed, whichever occurs earlier, as- 
suming that the information is submitted in confidence or is to 
be confidential at the instance of the registrant and such 
indication is made in the pre-filing notice letter. 


STATUTORY AUTHORITY FOR AMENDMENTS 


The amendments to the Instructions to Forms S-7 and S-16 
are adopted pursuant to the Securities Act of 1933, particu- 
larly Sections 6, 7, 10 and 19(a) [15 U.S.C. 77f, 77g, 77), 
77s) thereof. The amendments to the Instructions to Forms 
10-K and 10-Q are adopted pursuant to the Securities 
Exchange Act of 1934, particularly Sections 13, 15(d) and 
23(a) [15 U.S.C. 78m, 780(d), 78(w)] thereof. 


Pursuant to Section 23(a)(2) of the Securities Exchange Act, 
the Commission has considered the effect that the amend- 
ments would have on competition and has concluded that 
such amendments would not.impose any burden on competi- 
tion not necessary or appropriate in furtherance of the 
purposes of that Act. 


Inasmuch as the amendments consist solely of requests for 
communications with the staff, compliance with which is 
optional on the part of registrants, and the substance of which 
has already been the sudject of public comment, the Com- 
mission finds that, for good cause, further notice and opportu- 
nity for public comment on the amendmenis under the 
Administrative Procedure Act of 1946 [5 U.S.C. 553] are 
unnecessary. Accordingly, the amendments are adopted e' 
fective immediately upon publication in the Federal Register. 


The text of the amendments is set forth below. 


By the Commission. 








) @ 


George A. Fitzsimmons 
Secretary 


December 2, 1976 





'1Forms 10-K and 10-Q are used for annual and quarterly 
reports, respectively, filed under the 1934 Act. 


2 Form S-7 and Form S-16 are registration forms under the 
1933 Act which may be used for the registration of securities 
of issuers which have filed periodic reports under the 1934 
Act for three or more years and which meet certain other 
conditions. See Securities Act Release No. 5728 (July 26, 
1976) 41 FR 32539, for a proposal to modify the conditions 
as to the use of Forms S-7 and S-16. 


3 In Securities Act Release No. 5728 (July 26, 1976) 41 FR 
32539, the Commission published for comment a proposal to 
rescind Form S-9 (17 CFR 239.22) under the Securities Act 
of 1933. Pending final action on that proposal, the Commis- 
sion is not requesting advance notice of intent to file registra- 
tion statements on form S-9. 


TEXT OF AMENDMENTS 


|. Form S-7 (17 CFR 239.26) is amended to add the following 
general instruction: 


$239.26 Form S-7, for registration under the Securities Act of 
1933 of securities of certain issuers to be offered for cash. 


GENERAL INSTRUCTIONS 


H. Notice of Intention to File the Registration Statement 


The registrant is requested to advise the Branch Chief in the 
Division of Corporation Finance who regularly reviews regis- 
trant’s filings, by letter, of its intention to file a registration 
statement on Form S-7 as soon as possible prior to the actual 
filing thereof, and to indicate a contemplated filing date for the 
registration statement. Such pre-filing notice is intended to 
assist the Commission's staff in its processing of registration 
statements and is optional on the part of the registrant. 
Providing such pre-filing notice to the staff is not a condition 
to the use of Form S-7. 


ll. Form S-16 (17 CFR 239.27) is amended to add the 
following general instruction: 


$239.27 Form S-16, optional form for registration of certain 
offerings of outstanding securities and for offerings to holders 
of certain convertible securities or for offerings to holders of 
certain outstanding warrants. 


GENERAL INSTRUCTIONS 


i A 


D. Notice of Intention to File the Registration Siatement. 


The registrant is requested to advise the Branch Chief in the 
Division of Corporation Finance who regularly reviews regis- 
trant’s filings, by letter, of its intention to file a registration 
statement on Form S-16 as soon as possible prior to the 
actual filing thereof, and to indicate a contemplated filing date 
for the registration statement. Such pre-filing notice is in- 
tended to assist the Commission's staff in its processing of 
registration and is optional on the part of the registrant. 
Providing such pre-filing notice to the staff is not a condition 
to the use of Form S-16. 


oo a Ss 


(Secs. 6, 7, 10, 19(a), 48 Stat. 78, 85; Secs. 205, 209, 48 
Stat. 906, 908; Sec. 8 Stat. 685: Sec. 1, 79 Stat. 1051; 15 
U.S.C. 77f, 77g, 77}, 77s(a)). 


lil. Forrn 10-K (17 CFR 249.310) is amended to add the 
following general instruction: 


$249.310 Form 10-K, annua! report pursuant to Section 13 or 
15(d) of the Securities Exchange Act of 1934. 


GENERAL INSTRUCTIONS 


ae ae aie 


|. Notice of Intention to File a Registration Statement on Form 
S-7 or Form S-16. 


If, at the time of filing its annual report on Form 10-K, the 
registrant intends to file, in the near future, a registration 
statement on either Form S-7 or Form S-16 under the 
Securities Act of 1933, the registrant is requested to advise 
the staff of such intention in the transmittal letter accompany- 
ing the report on Form 10-K (with a copy under separate 
cover to the Branch Chief in the Division of Corporation 
Finance who regularly reviews registrant's filings), and to 
indicate a contemplated filing date for the registration state- 
ment. Such pre-filing notice is intended to assist the Commis- 
sion’s staff in its processing of registration statements and is 
optional on the part of the registrant. Providing such pre-filing 
notice to the staff is not a condition to the use of Form S-7 or 
Form S-16. 


IV. Form 10-Q (17 CFR 249.308a) is amended to add the 
following general instruction: 


$249.308a Form 10-Q, for quarterly reporis under Section 13 
or 15(d) of the Securities Exchange Act of 1934. 


GENERAL INSTRUCTIONS 


* @, * a * 


O. Notice of intention to File a Registration Statement on 
Form S-7 or Form S-16 


if, at the time of filing its quarterly report on Form 10-Q, 
registrant intends to file, in the near future, a registration 
statement on either Form S-7 or Form S-16 under the 
Securities Aci of 1933, registrant is requested to advise the 
staff of such intention in the transmitial letter accompanying 
the report on Form 10-Q (with a copy under separate cover to 
the Branch Chief in the Division of Corporation Finance who 
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regularly reviews registrant's filings), and to indicate a con- 
templated filing date for the registration statement. Such pre- 
filing notice is intended to assist the Commission's staff in its 
processing of registration statements and is optional on the 
part of the registrant. Providing such pre-filing notice to the 
staff is not a condition to the use of Form S-7 and Form S-16. 


ae ae, oe 


(Secs. 13, 15(d), 23(a), 48 Stat. 894, 895, 901; sec. 203(a), 
49 Stat. 704; secs 3, 8, 49 Stat. 1377, 1379; secs. 4, 6, 78 
Stat. 569, 570-574: sec. 2, 82 Stat. 454; secs 1, 2, 84 Stat. 
1497; secs 10, 18, 89 Stat. 119, 155; 15 U.S.C. 78m, 780(d), 
78w(a)). 
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SECURITIES EXCHANGE ACT OF 1934 
Release No. 13009/November 26, 1976 


NOTICE OF FILING OF PROPOSED RULE CHANGE BY 
THE PACIFIC STOCK EXCHANGE, Inc. 


File No. SR-PSE-76-35 


The Pacific Stock Exchange, Inc. submitted on November 16, 
1976 a proposed rule change under Rule 19b-4 to amend the 
Exchange's procedures regarding the registration of Floor 
Representatives of member organizations. 


Publication of the submission is expected to be made in the 
Federa/ Register during the week of November 29, 1976. In 
order to assist the Commission to determine whether to 

pprove the proposed rule change or institute proceedings to 
determine whether the proposed rule change should be 
disapproved, interested persons are invited to submit written 
data, views and arguments concerning the submission within 
21 days from the date of publication in the Federal Register. 
Persons desiring to make written submissions should file six 
copies thereof with the Secretary of the Commission, Securi- 
ties and Exchange Commission, 500 North Capitol Street, 
Washington, D.C. 20549. Reference should be made to File 
No. SR-PSE-76-35 


Copies of the submission and of all written comments wili be 
available for inspection at the Securities an Exchange Com- 
mission’s Public Reference Room, 1100 L Street, N.W., 
Washinatcri. D.C. Conies of the filing will also be available at 
the principal office of the above-mentioned self-regulatory 
organization 


For the Commission by the Division of Market Regulation, 
pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 


/SEC 
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SECURITIES EXCHANGE ACT OF 1934 
Release No. 13010/November 26, 1976 


NOTICE OF FILING OF PROPOSED RULE CHANGE BY 
PACIFIC STOCK EXCHANGE, INC. 


File No. SR-PSE-76-33 


The Pacific Stock Exchange, Inc. (“PSE”) submitted on 
November 11, 1976 a proposed ruie change under Rule 19b- 
4 to define two terms, “local security” and “dually traded 
security”, used in its Rule I! and Ill which were previously 
defined in PSE Rule XIll but were deleted from that Rule 
when it was amended by PSE tule filing SR-PSE-76-10. 


Publication of the submission is expected to be made in the 
Federal Register during the week of November 29, 1976. In 
order to assist the Commission to determine whether to 
approve the proposed rule change or institute proceedings to 
determine whether the proposed rule change should be 
disapproved, interested persons are invited to submit written 
data, views and arguments concerning the submission within 
21 days from the date of publication in the Federal Register. 
Persons desiring to make written submissions should file six 
copies thereof with the Secretary of the Commission, Securi- 
ties and Exchange Commission, 500 North Capitol Street, 
Washington, D.C. 20549. Reference should be made to File 
No. SR-PSE-76-33. 


Copies of the submission and of all written comments will be 
available for inspection at the Securities and Exchange 
Commission's Public Reference Room, 1100 L Street, N.W., 
Washington, D.C. Copies of the filing will also be available at 
the principal office of the above-mentioned self-regulatory 
organization. 


For the Commission by the Division of Market Regulation, 
pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 13011/November 26, 1976 


Administrative Proceeding File No. 3-4733 
In the Matter of 

AMSWISS INTERNATIONAL CORP. 

1 Exchange Place 


Jersey City, New Jersey 


ORDER IMPOSING REMEDIAL SANCTIONS 

















In these broker-dealer proceedings under the Securities 
Exchange Act of 1934 (“Exchange Act’),’ Amswiss Interna- 
tional Corp. (“Registrant”) has submitted an Offer of Settle- 
ment which the Commission has determined to accept.? 


On the basis of the Order for Proceedings, the Initial Decision 
of Administrative Law Judge Jerome K. Soffer, and the Offer 
of Settlement, it is found that: 


1. On August 15, 1975, a final judgment of permanent 
injunction was entered against Registrant in the United 
States District Court for the Southern District of New 
York enjoining it from violating and aiding and abetting 
violations of Sections 5(a), 5(c), and 17(a) of the 
Securities Act of 1933 (‘Securities Act’) and Section 
10(b) of the Exchange Act and Rule 10b-5 thereunder. 
(SEC v. Leonard Cooper, et al., 73 Civil 2508). 


2. During the period from on or about March 1971 to on 
or about February, 1972, Registrant wilfully violated 
and wilfully aided and abetted violations of Sections 
5(a), 5(c) and 17(a) of the Securities Act of 1933 and 
Section 10(b) of the Exchange Act and Rule 10b-5 
thereunder. 


As a showing of good faith, Registrant undertakes to contrib- 
ute an amount equal to the net profits, if any, earned by 
Registrant during the 30 day period following the last date of 
the suspension ordered herein, to a recipient to be named in 
accordance with a plan to be submitted to, and approved by, 
the staff of the Commission’s New York Regional Office. 


Accordingly, IT |S ORDERED, that the broker-dealer registra- 
tion of Amswiss International Corp. be, and it hereby is, 
suspended for 30 days. The above sanction will become 
effective at the close of business on Friday, December 31, 
1976. 


By the Commission. 


George A. Fitzsimmons 
Secretary 





1/n the Matter of Answiss International Corp. and Glenn 
Woo, proceedings instituted September 16, 1975. A hearing 
in this matter was held before Administrative Law Judge 
Jerome K. Soffer on December 45-19, 1975, January 20-24, 
1976 and June 14, 1976. Judge Soffer filed his initial 
Decision on September 8, 1976. 


2 This Offer of Settlement is not binding on any other 
respondent named in this proceeding. 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 13012/November 26, 1976 


Administrative Proceeding File No. 3-5119 


In the Matter of 


THOMSON & McKINNON, AUCHINCLOSS, KOHLMEYER, 
INC. 

1 New York Plaza 

New York, New York 10004 


WILLIAM W. NEIGHBORS 
GENE L. ROACH 


ORDER INSTITUTING PROCEEDINGS AND FINDINGS 
AND ORDER IMPOSING REMEDIAL SANCTIONS 


The Commission deems it appropriate that proceedings be 
instituted against Thomson & McKinnon, Auchincloss, Kohl- 
meyer, Inc. (“Thomson”), William W. Neighbors (‘“Neigh- 
bors”) and Gene L. Roach (‘Roach’) pursuant to Section 
15(b)(4) of the Securities Exchange Act of 1934 (“Exchange 
Act’). 


Thomson, Neighbors and Roach simultaneously with the 
institution of these proceedings, have submitted Offers of 
Settlement for the purpose of disposing of the issues raised 
in these proceedings. Thomson, Neighbors and Roach under 
the terms of their Offers of Settlement, waive the institution of 
formal proceedings and, solely for the purposes of these 
proceedings, and without admitting or denying the facts o. 
findings set forth herein, consent to the issuance of this 
Order. 


The Commission has deemed it appropriate and in the public 
interest to accept the offers of Thomson, Neighbors and 
Roach and, accordingly, is issuing this order. 


1. FACTS 


Background 


Thomson is a broker-dealer registered with the Commission 
under Section 15(b) of the Exchange Act. It has branches 
located in various cities, including one in Huntsville, Alabama. 
Neighbors arid Roach are employees of Thomson; during the 
time of the events described below, Neighbors was an 
account executive and assistant manager at Thomson's 
Huntsville office and Roach was branch manager of that 
office. 


At all times mentioned herein and at present, Shelter Re- 
sources Corp. (“Shelter”) has been a publicly-held corpora- 
tion headquartered near Cleveland, Oio. Its common stock 
has been traded on the American Stock Exchange (“AMEX”) 
and registered with the Commission pursuant to Section 
12(b) of the Exchange Act. Shelter has been principally 
engaged in the manufacture and sale of mobile homes; one 
of its principal manufacturing subsidiaries, Winston Industries, 
Inc. (‘Winston’), has been located in the vicinity of Huntsville, 
Alabama. 


During the period from 1973 through 1975, the mobile home 
industry in general and Shelter in particular suffered from 
adverse economic conditions and associated high interest 
rates and declining consumer demand. Shelter was forced, 
along with other mobile home manufacturers, to cut back 
operations in 1974, and Shelter's 1974 losses exceeded $15 
million. On July 15, 1974, Shelter disclosed a second quarter 
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loss (through June 30) of $2,210,000. On November 20, 
1974, Shelter reported third quarter losses of $3,311,000. 


During late 1974 and 1975 the location of new markets for 
mobile homes and a solution for dealing with the problem of 
repossessed units were considered essentia! to the survival 
of Shelter. 


In order to expand Shelter’s market, Shelter undertook dis- 
cussions in November 1974 with representatives of potential 
purchasers of mobile homes from the Middle East. Under- 
standings concerning possible sales arrangements which 
might lead to $500 million in revenues were reached during 
December 1974 and January 1975. Prototypes of mobile 
homes were manufactured and shipped in January and 
February of 1975 pursuant to these arrangements. 


In January 1975, 144,600 shares of Shelter stock were 
traded. The daily volume during the first three weeks fluc- 
tuated from a low of 1,000 to a high of 13,000 shares with a 
volume under 6,000 shares for the majority of the days. The 
price ranged between 11/16 and 13/s. 


Heavy trading occurred during the last week of January and 
the first week of February. On January 27, 37,700 shares of 
Shelter were traded with more than 50% of the trading 
originating from Thomson's Huntsville office. On February 6, 
the volume was 16.700 and the price rose to 2'/s after 
fluctuating between 11/2 to 13/4 earlier in the week. That day 
heavy buying from the Huntsville area accounted for almost 
80% of the trading. Thereafter, during the first three weeks of 
February, the fluctuations in the market were less pro- 
nounced. During the week of February 24 the volume traded 
rose steadily to a high on February 28 of 60,200. The price of 
the stock rose to a high of 35/s on February 28. 


Cn February 28, due to the heavy trading in Shelter stock, 
the AMEX contacted Shelter. At the urging of the AMEX, a 
press release concerning the Middle Eastern developments 
was issued by Shelter the following Monday, March 3, 1975, 
while the AMEX temporarily halted trading in Shelter stock. 
The release reported that the company had been invited to 
bid on significant quantities of housing for shipment to the 
Middle East and had built and shipped a prototype. This was 
Shelter's first public release concerning these matters. 


Activities of Thomson, Neighbors and Roach 
William W. Neighbors 


Neighbors was the assistant branch manager of the Thom- 
son office in Huntsville, Alabama. In or about December 
1974, Neighbors received information from employees of 
Shelter that the company would be bidding on a contract to 
build mobile homes for the Middie East. He also heard similar 
rumors from various other sources. Sometime in late Decem- 
ber or early January, Neighbors discussed the rumors with 
the general manager of a Shelter subsidiary located in 
Huntsville responsible for manufacturing the prototype mobile 
homes for tne Middie East. This individual confirmed the 
rumors. Neighbors and others at Thomson, including Roach, 
the branch manager, knew that Shelter had been reporting 
substantial losses. 


In early January and February the great bulk of Neighbor's 
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accounts bought Shelter. In early January, Neighbors began 
to inform certain of his customers of the above information, 
including the possibility of an iminent contract involving 
Shelter and Middle Eastern interests, and according to some 
of his customers, recommended the stock to them without, in 
the Commission's view, having a reasonable basis therefor.? 
He told customers the “deal” might involve as many as 
100,000 units and might come out to a half billion dollars in 
sales. Further, Neighbors did not inform them of the risks of 
these investments on the basis of the information he pos- 
sessed. According to Neighbors, he did not buy any stock 
because he did not lend much credence to the rumors. 


Gene L. Roach 


Roach was branch manager of the Huntsville office. Roach 
knew in December 1974 that Shelter was losing money. He 
and Neighbors discussed the Middle East developments 
relating to Shelter in January. 


Roach recommended the stock to some of his own cus- 
tomers and discussed the rumors with them, and at least one 
customer purchased Shelter on his recommendation. In con- 
nection with his recommendations, Roach made false and 
misleading statements concerning the Middle East develop- 
ments and their likely effect on Shelter and its stock. In 
addition, as supervisor of Neighbors, Roach was aware of the 
trading being done by Neighbors’ customers. He knew that 
there was high volume in Shelter in the office and that rumors 
were being discussed almost daily there. He knew that 
Neighbors had been speaking with at least one key Shelter 
official about Shelter’s prospects for a contract. Neighbors 
told him his customers were buying because of the rumors, 
and Roach associated the high volume and price action on 
the stock with the existence of rumors. Nonetheless, he took 
no steps to control the situation in the office or to report the 
trading and use of inside information to Thomson's compli- 
ance department, and, in fact, when questioned by the 
compliance office in late January, misled that office as to the 
reason for the heavy activity in Shelter. Indeed, even after a 
second inquiry by Compliance on February 26, over 31,000 
shares were sold from Roach’s office in the next two days, 
before Shelter’s announcement on March 3. 


The Thomson Compliance Department 


On January 27, there was a total volume of 37,700 Shelter 
shares traded; 21,900 were traded by Thomson's Huntsville 
office. On January 28, Thomson's compliance department 
contacted the Huntsville office to inquire about the activity in 
Shelter and to determine whether the trades had been 
solicited by Thomson. In response, Roach misled Compli- 
ance by stating that the increased activity in Shelter resulted 
from a decrease in interest rates for consumers, to the benefit 
of the mobile home industry, and by stating that most of 
Huntsville’s trades were unsolicited. 


During the next four weeks the trading done by the Huntsville 
office was disproportionately high compared to the total 
volume. The office accounted for more than 40% of the 
shares traded for 11 days out of 18 (2 of the 18 days the total 
volume was de minimus); on six of the 11 days the Huntsville 
office’s share of the trading was over 70%. Despite this 
continuing pattern, Thomson's compliance office failed to take 
additional steps to determine and to halt this activity. 
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On February 26, Compliance was advised by Thomson's 
floor broker on ihe AMEX that its Huntsville office was 
purchasing a large quantity of shares of Shelter. On that 
same day a call was made to Huntsville by Compliance, 
which was informed that Shelter was in bad financial straits 
but that there were rumors that a Middle Eastern country was 
interested in purchasing its housing units. Roach was in- 
structed to prepare a memo for submission to Compliance, in 
accordance with Thomson's compliance procedures, and was 
asked to send Compliance his files on Shelter. He informed 
Compliance that he had no file on Shelter other than a 
Standard & Poor's report. On February 28, Thomson began 
to take additional action.? Thereafter, when Shelter, at the 
request of the AMEX, had made public some of the previ- 
ously undisclosed developments, Roach was instructed by 
Thomson's Compliance Department that his office was not to 
make any further solicitations until the AMEX’s investigation 
was completed. 


ll. FINDINGS 


Neighbors and Roach violated Section 10(b) of the Exchange 
Act and Rule 10b-5 thereunder by actively soliciting cus- 
tomers to purchase substantial amounts of Shelter stock on 
the basis of material non-public information, and without a 
reasonable basis for such recommendations. Thomson is 
responsible for the activity of Neighbors and Roach and, in 
addition, failed to exercise adequate supervision over the 
activities of its Huntsville office with a view to preventing the 
aforesaid violations. 


li. OFFERS OF SETTLEMENT 


Thomson, Neighbors and Roach have submitted Offers of 
Settlement pursuant to which, without admitting or denying 
the facts or findings set forth herein, they consent to the 
issuance of this Order. Thomson, in connection with its offer, 
has submitted an undertaking, described below. 


IV. ORDER 


In view of the foregoing, we deem it appropriate and in the 
public interest to accept the Offers of Settlement of Thomson, 
Neighbors and Roach, and accordingly, IT iS ORDERED that 
such proceedings be, and hereby are, instituted. 


IT IS FURTHER ORDERED that: 


(i) Neighbors be, and hereby is, suspended from being 
associated with any broker or dealer for 30 calendar 
days beginning from the date of entry of this order and 
in any event until he has submitted to the Commission 
a sworn statement that he has completed 10 hours of 
appropriate educational trairing concerning the duties 
and responsibilities of persons associated with brokers 
or dealers under the antifraud provisions of the federal 
securities laws. 


(ii) Roach be, and hereby is, suspended from being 
associated with any broker or dealer for 30 calendar 
days beginning from the date of entry of this order, and 
from being so associated in a supervisory capacity for 
at least 60 calendar days beginning from the entry of 
this order, and in any event until he has submitted to 
the Commission a sworn statement that he has com- 


pleted 10 hours of appropriate educational training 
concerning the duties and responsibilities of persons 
associated with brokers or dealers under the antifraud 
provisions of the federal securities laws. 


(iii) Thomson be, and hereby is, censured. 
(iv) Thomson comply with its undertaking: 


(a) to institute and maintain procedures reasona- 
bly to be expected to prevent and detect, insofar 
as practicable, the reoccurrence of violations 
such as those described above, and 


(b) To institute and maintain, for a period of six 
months after the date of this Order, close super- 
vision over the activities of the Huntsville, Ala- 
bama office of Thomson, to prevent and detect, 
insofar as practicable, the reoccurrence of viola- 
tions such as those described above. 


This order shall be effective at the opening of business on the 
first Monday after the date of this order. 


By the Commission. 


George A. Fitzsimmons 
Secretary 





1 At the present time, Neighbors is Branch Manager and 
Roach is an account executive at the Huntsville office of 
Thomson. Roach is presently on an indefinite leave of 
absence. 


2T & Ms Compliance Procedure Manual, dated June 26, 
1974 reads: “It is strictly prohibited for any officer or em- 
ployee who is the recipient of any material, non-public 
information to transmit or send information to any other 
person cr to execute or to have executed any orders in the 
subject issuer's securities. ..” Further, recommendations 
“made by individual account executives to their public cus- 
tomers” must “be based on a reasonable independent re- 
search effort and not on unfounded rumors or inside informa- 
tion.” 

3 By February 28 the AMEX was making inquiries regarding 
trading in Shelter. 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 13013/November 29, 1976 


The Securities and Exchange Commission has issued orders 
pursuant to Section 12(d) of the Securities Exchange Act of 
1934 granting the applications of the following companies to 
list the specified securities on the following exchanges: 


American Stock Exchange, Inc.—Allegheny Airlines 
Inc., 91/4% convertible subordinated debentures, due 
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December 31, 1999 (effective as of November 9, 
1976). 


New York Stock Exchange, Inc.—Consumers Power 
Company, 9°% first mortgage bonds, Series due 
October 1, 2006; Texas Gas Transmission Corpora- 
tion, 77/2. debentures, due October 1, 1986 (both 
effective as of November 17, 1976); Interstate Power 
Company, $2.28 preference stock, $1 par value; 
Southern Railway Company, The Atlanta and Char- 
lotte Air Line Railway Co., Georgia Southern & 
Florida RY Co. & Southern Railway-Carolina Divi- 
sion, 81/2% first and general mortgage bonds, Series 
B, due 2001; The United Iiluminating Company, 
8.80% cumulative preferred stock, 1976 Series ($25 
par value) (ail effective as of November 11, 1976). 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 13014/November 29, 1976 


The Securities and Exchange Commission has ordered the 
institution of public administrative proceedings against E. L. 
Aaron & Co., Inc. (“Aaron & Co.”), a New York corporation, 
Edward L. Aaron ("E. Aaron’), its president and sole share- 
holder, Peter E. Aaron (“P. Aaron’), its office manager and 
assistant to the president, and two registered representatives, 
Norman Schreiber (“Schreiber”) and Donald Jacobson (‘Ja- 
cobson’). Aaron & Co. is registered with the Commission as 
a broker-dealer and is a member of tre National Association 
of Securities Dealers, inc 


The proceedings are based on aliegations by the staff that 
Aaron & Co., P. Aaron and Schreiber wilfully violated and 
wilfully aided and abetted violations of the registration provi- 
sions of the Securities Act of 1933 (‘Securities Act’) and that 
Aaron & Co., Schreiber and Jacobson wilfully violated and E. 
Aaron and P. Aaron wilfully aided and abetted violations of 
the anti-fraud provisions of the Securities Act anci the Securi- 
ties Exchange Act of 1934 (“Exchaiige Act’) in connection 
with the offer and sale of the common siock of Lawn-A-Mat 
Chemical & Equipment Corp. 






A hearing will be scheduled by further order to take evidence 
on the staff allegations and to affcid the respondents an 
opportunity to offer any defenses thereto for the purpose of 
determining whether any action of a remediai nature should 
be ordered by the Commission. 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 13015/November 29, 1976 


Administrative Proceeding 
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File No. 3-4655 


Administrative Proceeding 
File No. 3-5127 


In the Matter of 


E. L. AARON & CO., INC. 
50 Broad Street 
New York, New York 


EDWARD L. AARON 
3215 Netherland Avenue 
Bronx, New York 


DONALD JACOBSON 
50 The Birches 
Roslyn, New York 


NORMAN SCHREIBER 
191 North Elm Street 
North Massapequa, New York 


ORDER IMPOSING REMEDIAL SANCTIONS 


In this broker-dealer proceeding under the Securities Ex- 
change Act of 1934 (“Exchange Act’),! E.L. Aaron & Co., Inc. 
(“Aaron & Co.”), Edward L. Aaron (“E. Aaron”) and Donald 
Jacobson (“Jacobson”) have submitted offers of settlement, 
without admitting or denying the allegations contained in the 
Order for Proceedings, which the Commission has deter- 
mined to accept. 


In addition, in this and another broker-dealer proceeding 
under the Exchange Act?, Norman Schreiber (‘Schreiber’) 
has submitted an offer of settlement, without admitting or 
denying the allegations contained in the Orders for Proceed- 
ings, which the Commission has determined to accept. 


On the basis of the Order for Proceeding and the offers of 
settlement, it is found that:* 


(1) Aaron & Co. and E. Aaron wilfully violated and 
wilfully aided and abetted violations of Sections 5(a) 
and 5(c) of the Securities Act of 1933 (‘Securities 
Act’); 


(2) Aaron & Co. and Jacobson wilfully violated and E. 
Aaron wilfully aided and abetted violations of Section 
17(a) of the Securities Act and Section 10(b) of the 
Exchange Act and Rule 10b-5 thereunder; 


(3) Aaron & Co. and E. Aaron failed to reasonably 
supervise persons under their supervision with a view 
to preventing the violations alleged in the Order for 
Proceedings; 


(4) On May 28, 1976, upon consent, final judgments of 
permanent injunction were entered in the United States 
District Court for the Southern District of New York 
against Aaron & Co., E. Aaron, Jacobson and Schrei- 
ber enjoining: 


(a) Aaron & Co., E. Aaron and Schreiber from 
violating Sections 5(a), 5(c) and 17(a) of the 


























Securities Act and Section 10(b) of the Exchange 
Act and Rule 10b-5 thereunder; and 


(b) Jacobson from violating Section 10(b) of the 
Exchange Act and Rule 10b-5 thereunder; and 


(5) Schreiber wilfully violated and wilfully aided and 
abetted violations of Sections 5(a), 5(c) and 17(a) of 
the Securities Act and Section 10(b) of the Exchange 
Act and Rule 10b-5 thereunder as alleged in the 
Orders. 


In view of the it is in the public interest to impose the 
sanctions specified in the Offers of Settlement. 


Accordingly, IT IS ORDERED that: 


(1) The registration as a broker and dealer of E.L. 
Aaron & Co., Inc. be, and hereby is revoked; 


(2) Edward L. Aaron be, and he hereby is: 


(a) suspended from association with any regis- 
tered broker, registered dealer or registered in- 
vestment company for a period of 90 days; and 


(6) barred from association with any registered 
broker, registered dealer or registered investment 
company in a supervisory capacity. 


(3) Donald Jacobson be, and he hereby is: 


(a) suspended from association with any regis- 
tered broker, registered dealer or registered in- 
vestment company for a period of 60 days; and 


(b) barred from association with any registered 
broker, registered dealer or registered investment 
company in a supervisory capacity. 


(4) Norman Schreiber be, and he hereby is, barred 
from association with any registered broker, registered 
dealer or registered investment company except that at 
the end of three years he may apply to become so 
associated in a non-supervisory capacity. 


This Order is to take effect at the opening of business on the 
second Monday after the date of this Order. 


For the Commission, by its Secretary, pursuant to delegated 
authority. 


George A. Fitzsimmons 
Secretary 





‘In the Matter of E.L. Aaron & Co., Inc., Administrative 
Proceeding File No. 


2 In the Matter of Alpha Capital Ventures, Administrative 
Proceeding File No. 3-4655. 


* The findings and remedial sanctions imposed herein are not 


7 binding upon any other respondents in these proceedings. 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 13016/November 29, 1976 


In the Matter of 


PHILADELPHIA STOCK EXCHANGE, INC. 
17th Street and Stock Exchange Place 
Philadelphia, Pennsylvania 19103 


(SR-PHLX-76-15) 


ORDER APPROVING PROPOSED RULE CHANGE BY 
THE PHILADELPHIA STOCK EXCHANGE, INC. 


On July 9, 1976, the Philadelphia Stock Exchange, Inc. (the 
“PHLX’) filed with the Commission, pursuant to Section 19(b) 
of the Securities Exchange Act of 1934 (the ‘‘Act’), as 
amended by the Securities Acts Amendments of 1975, and 
Rule 19b-4 thereunder, copies of proposed rule changes. The 
proposed changes to PHLX rules 213 and 454 would permit 
PHLX stock specialists to trade listed options on their spe- 
cialty securities, and would permit other PHLX floor members 
to trade, on the PHLX equity floor, securities for which they 
have positions in listed options. 


Notice of the proposed rule change together with the terms of 
substance of the proposed rule change was given by publica- 
tion of a Commission Release (Securities Exchange Act 
Release No. 34-12618 (July 12, 1976)), and by publication in 
the Federal Register (41 Fed. Reg. 29922 (July 20, 1976)). 


PHLX rules 454 and 213 were adopted at ihe urging of the 
Commission in 1935 for the purpose of detering options- 
related manipulation of underlying stocks by specialists, odd- 
lot dealers and floor traders. On the other hand, absent such 
restrictions it is argued that the PHLX market could operate 
more efficiently. Recently the Commission advised the NASD 
of its view that, “in an environment of vigorous competitive 
market making, it would be appropriate to permit marketmak- 
ers, if they choose, to make markets in both the options and 
the underlying securities.’ The Commission recognized that 
the market operated through the NASDAQ system was 
“relatively free of anti-competitive restraints and should there- 
fore provide an opportunity to test the extent to which 
competition can be an effective regulator of a unified market 
for options and their underlying securities.” 


Currentiy, the market operated by PHLX is less free of anti- 
competitive restraints than is the case for the NASDAQ 
system. PHLX rules, for example, prohibit certain members 
from effecting off-board principal transactions in PHLX-traded 
stocks, and several PHLX rules establish a system of on-floor 
preferences for the regular odd-lot dealer specialist; such 
rules may impose burdens on competition which on examina- 
tion, may not be necessary or appropriate or which may 
impede the development of “an environment of vigorous 
competitive market making.” On the other hand, since 
PHLX’s share of the total market volume in securities for 
which options trading would be permitted by the proposed 
rule changes averages less than 1.7 percent, the manipula- 
tive potential inherent in changing the current restrictions, 
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appears insignificant. 


The Commission finds, therefore, that the proposed rule 
change is consistent with the requirements of the Act and the 
rules and regulations thereunder applicable to national securi- 
ties exchanges, and in particular, the requirements of Sec- 
tions 3(a)(36), 6(b)(5), 6(b)(8), 9, 11(b), 11A(a)(1)(C)(ii), 
11A(c)(1)(F), and 15(c)(5), and the rules and regulations 
thereunder without giving separate consideration at this time 
to their interaction with other PHLX rules of the types referred 
to above. 


IT IS THEREFORE ORDERED, pursuant to Section 19(b)(2) 
of the Act, that the above-mentioned proposed rule changes 
be, and they hereby are, approved. 


By the Commission. 


George A. Fitzsimmons 
Secretary 





' Letter dated September 24, 1976, from Roderick M. Hills, 
Chairman, Securities and Exchange Commission, to Gordon 
Macklin, President, National Association of Securities Deal- 
ers, Inc. 


a leh 


3 Id. 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 13017/November 29, 1976 


SEC DIGEST PUBLICATION 


Notice of Monthly Publication of a List of Significant Letters by 
the Division of Market Regulation and the Division of Invest- 
ment Management. 


On March 17, 1976, the Commission published Securities Act 
Release No. 5691 [41 FR 13682 (March 31, 1976)j, an- 
nouncing that the Division of Corporation Finance would 
publish, on a monthly basis, a list of significant letters issued 
by the staff of that Division. These letters are typically “no- 
action” letters in which private persons receive from the staff 
an indication of its enforcement recommendation to the 
Commission should a proposed transaction be consummated 
as contemplated, or letters providing staff interpretations of 
the statutes or rules administered by the Commission." 


Recognizing that the positions taken in these letters assist the 
public in complying with the statutes and rules administered 
by this Commission, and in consideration of the voluminous 
amount of letters annually issued, the Commission has 
authorized the monthly publication in the SEC Digest of a list 
of letters expressing certain views of the Division of Market 
Regulation or the Division of Investment Management with 
respect to novel or important questions arising, respectively, 
under the Securities Exchange Act of 1934 [15 U.S.C. 78a et 
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seq.], the Securities Act of 1933, [16 U.S.C. 77a et seq.], the 
Investment Company Act of 1940 [15 U.S.C. 80a-1 et seq.] 
or the Investment Advisers Act of 1940 [15 U.S.C. 80b-1 ef 
seq.] answered by way of these administrative procedures. 
The list will state the name of the subject company, the date 
the letter is issued, and the respective section or section of 
the Securities Act of 1933, Securities Exchange Act of 1934, 
the Investment Company Act of 1940, or the Investment 
Advisers Act of 1940, and the respective rules thereunder, to 
which the letter relates. 


Copies of such letters may be obtained by writing to the 
Public Reference Section, Securities and Exchange Commis- 
sion, Washington, D.C. 20549 or by telephone at (202) 523- 
5506. The request should state the name of the subject 
company, the letter’s public availability date (30 days after the 
date of the staffs response) and the respective section or 
sections of the Securities Act of 1933, Securities Exchange 
Act of 1934, Investment Company Act of 1940 or the 
Investment Advisers Act of 1940, and the respective rules 
thereunder, to which the letter relates. Copies cost 15 cents 
per page. Alternatively, such request may be made in person 
at the Commission's Public Reference Section, 1100 “L” 
Street, Room 6101, Washington, D.C., at a cost of 12 cents 
per page. 


It should be emphasized that the no-action and interpretative 
letter process is merely an informal mechanism by which 
private persons and their counsel may seek either an indica- 
tion of the staffs enforcement attitude toward a particular 
transaction prior to its consummation, or an interpretive view 
from staff members familiar with the federal securities laws. 
The Commission is not bound by these staff responses nor 
do the staff responses purport to be an official expression of 
Commission views. The staff responses to letters are not 
rulings of the Commission or its staff on questions of law or 
fact and are not dispositive of the legal issues raised as to the 
applicability of the federal securities laws to a given transac- 
tion. Further, such letters are not intended to affect the rights 
of private persons. 


By the Commission. 


George A. Fitzsimmons 
Secretary 


November 29, 1976 





' The policy of permitting an informal staff advisory procedure 
to members of the public dealing with the Commission is 
codified at 17 CFR §202.1(d). Since December, 1970, the 
Commission has made no-action and interpretative letters 
publicly available, see Securities Exchange Act Release No. 
9006 (October 29, 1970) [35 FR 17779 (November 19, 
1970)], amending 17 CFR §200.81]. 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 13018/November 29, 1976 























The Securities and Exchange Commission (“Commission”) 
has ordered public administrative proceedings under the 
Securities Exchange Act of 1934 (“Exchange Act”) against 
Joseph Corvino (“Corvino”), Bernard Colloff (“Colloff’), Louis 
Levine (“Levine”), Harold Weinberg (“Weinberg”) and Ross 
Pascall (“Pascall’) pursuant to Sections 15(b) and 19(h) of 
the Exchange Act. The proceedings are based on allegations 
by the Commission's staff that Corvino, Colloff, Levine, 
Weinberg and Pascall violated the anti-fraud provisions of the 
Securities Act of 1933 and the Exchange Act in connection 
with the distribution and sale of the common stock of 
Dennison Personnel, Inc.; and the failure of Pascall reasona- 
bly to supervise, with a view to preventing the violations 
alleged, persons who were subject to his supervision and 
who committed such violations. 


The Commission's order also charges that the above-named 
respondents were permanently enjoined on August 20, 1975 
by the United States District Court for the Southern District of 
New York for the acts and practices described above. 


A hearing will be scheduled to take evidence and to afford the 
respondents an opportunity to offer any defenses and to 
determine whether any action of a remedial nature should be 
ordered by the Commission. 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 13019/November 19, 1976 


UNIFORM NET CAPITAL RULE 
Notice of Proposed Amendments 


The Securities and Exchange Commission today announced 
that it has under consideration proposed amendments to 
Rule 15c¢3-1 [17 CFR 240.15c3-1] (‘section 240.15c3-1") 
under the Securities Exchange Act of 1934 (“the Act’), the 
uniform net capital rule. The proposed amendments are 
intended to protect the funds and securities of customers 
from the risks incurred by brokers and dealers who guaran- 
tee, endorse or carry the market maker accounts of special- 
ists in listed options; this would be accomplished by requiring 
such brokers and dealers to apply proprietary haircuts to all 
their positions if they carry customer accounts. The proposed 
amendments would also provide an optional financial respon- 
sibility standard available to certain self-clearing options spe- 
Cialists. 


Introduction 


Section 15(c)(3) of the Act directs the Commission, inter alia, 
to establish minimum financial responsibility requirements for 
all brokers and dealers. On June 26, 1975, the Commission 
adopted’ amendments to section 240.15c3-1 constituting a 
uniform net capital rule applicable to substantially all brokers 
and dealers, thus implementing this congressional directive. 


2 Subsequently, the Commission has twice amended its uni- 


form net capital rule to establish financial responsibility stand- 
ards specifically applicable to situations wherein the specialist 
or market maker account of a dealer is carried, cleared, 
guaranteed or endorsed by another broker or dealer. On 
January 2, 1976, the Commission adopted? section 
240.15c3-1(a)(6), embodying an optional financial responsi- 
bility standard available to certain dealers who combine 
specialist or market making functions with certain other floor 
activities. Section 140.15c3-1(a)(6) is predicated on the main- 
tenance of specified levels of equity in the dealer's market 
maker or specialist account carried with another broker or 
dealer, and also imposes upon the carrying broker or dealer 
control and early warning obligations intended to ensure daily 
surveillance over the account's financial condition. In Febru- 
ary 1976,3 the Commission incorporated similar control de- 
vices into proposed amendments to section 240.15c3- 
1(c)(2)(x) intended to enable net capital computations to 
reflect more directly the risks incurred by brokers and dealers 
(“clearing firms”) who guarantee, endorse or ciear the market 
maker accounts of specialists in listed options. The proposed 
amendments to section 240.15c3-1(c)(2)(x) included, inter 
alia, percentage deductions from a clearing firm’s net worth, 
effectively constituting equity maintenance requirements for 
listed options specialists, applicable to various options trading 
strategies including bona fide hedged and spread positions. 
On this occasion, the Commission also proposed* amend- 
ments to section 240.15c3-1(a)(6) intended to secure sub- 
stantial symmetry between these two analogous provisions of 
the uniform net capital rule. On September 2, 1976, after 
considering the public's statistical testing of and comments 
upon these proposals, the Commission adopted them in 
revised form in Securities Exchange Act Release No. 12766 
(Sept. 2, 1976) [41 FR 39014 (Sept. 14, 1976)]; they are 
currently scheduled to become effective on January 1, 1977.5 


Protection of Customers’ Funds and Securities 


For the reasons discussed below, the Commission proposes 
to render the reduced capital charges otherwise contem- 
plated by sections 240.15c3-1(a)(6) and 240.15c3-1(c)(2)(x) 
unavailable to a clearing firm which also carries customer 
accounts. 


In their amended form, sections 240.15c3-1(a)(6) and 
240.15c3-1(c)(2)(x) may not effectively insulate the funds and 
securities of a clearing firm's customers from the risks arising 
from the firm’s options clearing activities. Presently, such a 
broker or dealer is free both to carry and clear the market 
maker accounts of specialists in listed options and to carry 
the accounts of his customers. While the broker or dealer is 
subject of course to the segregation, possession and control 
requirements of section 240.15c3-3, the Commission’s cus- 
tomer protection rule, it remains to be said that the firm’s net 
capital must both adequately protect customer assets in the 
firm’s Custody or control and support the risks generated by 
the firm's options clearing activities. In this sense, a clearing 
firm’s customers may not be insulated from such risks to an 
appropriate degree. 


A broker's or dealer's combination of options clearing and 
customer activities does not appear to threaten the safety of 
customer assets where the firm is subject to the generally 
applicable provisions of the uniform net capital rule. Whether 
such a firm operates under the aggregate indebtedness 
standard or the alternative net capital requirement, it must 
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apply in its capital computations certain risk quantification 
provisions—the so-called “proprietary haircuts” found in sec- 
tion 240.15c3-1a (options) and section 240.15c1(c)(2)(vi), 
(f)(3) (other securities)—which contemplate and provide for a 
general securities business encompassing both customer- 
related activity anc proprietary transactions in options. Experi- 
ence indicates that these haircuts create a capital cushion 
sufficient to enable a firm to meet the exigencies of such a 
general securities business without undue hazard or expo- 
sure to the assets of its customers. 


However, a different case may be presented by the special 
financial responsibility standards established by sections 
240.15c3-1(a)(6) and 240.15c3-1(c)(2)(x) as applied to a 
combination of options clearing and customer-related activi- 
ties. Both provisions are available only in respect of the 
specialist or market maker accounts of dealers effecting 
transactions solely with other brokers and dealers and carry- 
ing no customer accounts.® Both provisions are effectively 
predicated on the dealer's maintenance of specified levels of 
equity in a specialist or market maker account carried and 
cleared by another broker or dealer, who sustains a capital 
charge equal to any difference between the dealer's equity 
requirements and the equity actually present in his account. 
These equity requirements seek to reflect the market risks 
inherent in positions arising from a dealer's specialist or 
market maker transactions, and (inasmuch as no such dealer 
is permitted to effect transactions with customers or to carry 
customer accounts) are not necessarily designed to create an 
additional capital cushion for the protection of customers 
similar to that resulting from application of the proprietary 
haircuts. 


In this light, it appears that sections 240.15c3-1(a)(6) and 
(c)(2)(x) are appropriate for the protection of customers to the 
extent that the risks assumed by the clearing firm carrying the 
specialist or market maker account of a dealer operating 
thereunder do not approximate the risks to its Customers’ 
funds and securities which would arise from similar transac- 
tions effected by the clearing firm on a proprietary basis. In 
this connection, where a dealer operating under section 
240.15c3-1(a)(6) or section 240.15c3-1(c)(2)(x) effects mar- 
ket maker transactions in listed options through an account 
carried by a clearing firm which has issued to such a dealer 
the Letter of Guarantee required by the rules of each options 
exchange,’ the Commission may have cause for concern. 
The market value of options is a leverage function of the 
value of their underlying securities, a fact which results in 
greater price volatility and proportionately greater market risk 
to a broker or dealer financially responsible for transactions in 
options. Moreover, the Letter of Guarantee is intended to and 
effectively does transfer such financial responsibility from the 
market maker to his clearing firm. 


These considerations impel the Commission to conclude that 
it may be inappropriate for the protection of the customers of 
a Clearing firm to permit such a firm to carry the market maker 
account of a dealer acting as a specialist in listed options 
without subjecting positions resulting from transactions for 
such account to proprietary haircuts. Accordingly, the Com- 
mission has determined to propose amendments to sections 
240.15c3-1(a)(6) and 240.15c3-1(c)(2)(x) which would require 
a Clearing firm carrying both one or more customer accounts 
and one or more market maker accounts of specialists in 
listed options to subject all positions in the latter accounts to 
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proprietary haircuts. Thus, proposed section 240.15c3- 
1(c)(2)(x)(A)(9) would stipulate that notwithstanding the provi- 

sions of section 240.15c3-1(c)(2)(A)(1)-(8), a clearing irmn®@ 
carrying the accounts of one or more customers must, for 
purposes of its capital computations, apply proprietary hair- 

cuts to all positions arising from market maker transactions 
guaranteed, endorsed or carried by such clearing firm. A 
proposed conforming amendment to section 240.15c3-1(a)(6) 

(iii)(A) would achieve the same result with respect to section 
240.15c3-1(a)(6).8 





The text of these proposed amendments to sections 
240.15c3-1(a)(6) and 240.15c3-1(c)(2)(xi) appears later in 
this release. 


Market Maker Accounts of Self-Clearing Options Special- 
ists 


Sections 240.15c3-1(a)(6) and 240.15c3-1(c)(2){x) both con- 
template—and require—a division of functions with respect to 
market maker transactions by specialists in listed options; in 
furtherance of its market maker activities, the options special- ” F 
ist effects transactions which are cleared by another broker or 
dealer through an account carried by the clearing firm pur- 
suant to these provisions. This regulatory pattern conforms to 
the structure of the various options exchanges, which for the 
most part consists of numerous independent options special- 
ists clearing through (but not employed by) a substantially 
smaller number of clearing firms. 


Recently, it has come to the Commission's attention that a 

relatively small number of clearing firms not only carry and 

clear in the conventional fashion the market maker accounts 
of independent options specialists, but also themselves en- 

gage in such specialist activity through employees utilizing 

the firm’s membership on one or more options exchanges. 
Market maker transactions effected by these employees are 

carried and cleared by their employer acting in its clearing 

firm capacity. 





Inasmuch as neither section 240.15c3-1(a)(6) nor section { 
240.15c3-1(c)(2)(x) is available respecting the market maker 

accounts of such “self-clearing” options specialists, the clear- 

ing firm employing them must subject positions arising from : 
their market maker activities to proprietary haircuts for pur- 
poses of its capital computations pursuant to section 
240.15c3-1. This may not be appropriate in the sense that 
while there appears to be some difference between the 
market and credit risks assumed by a clearing firm guaran- 
teeing the market maker transactions of independent options 
specialists and the risks engendered by market maker trans- 
actions effected on a proprietary basis, such risk differential 


may not be sufficiently substantial to justify imposition of 
proprietary haircuts in the latter case. Accordingly, the Com- 
mission has determined to propose amendments to section \ 
240.15c3-1 intended to enable clearing firms to conduct 


options specialist activities through their employees under 
substantially the same special financial responsibility stand- 
ard presently applicable to the market maker accounts of 
independent options specialists. 


These proposed amendments would add to the uniform net i 
capital rule section 240.15c3-1(a)(7), an optional financial ! 
responsibility standard intended to be available to dealers 
engaged solely (except as noted below) in the business of 








_ 





effecting (as sole proprietor or through one or more natural 
persons® associated with the dealer) and clearing market 
maker transactions in listed options; a dealer electing to 
operate under proposed section 240.15c3-1(a)(7) may also 
act as guarantor, endorser, or carrying dealer with respect to 
the market maker accounts of options specialists not associ- 
ated with the dealer and exempted from net capital regulation 
pursuant to section 240.15c3-1(b)(1). 


Several features of proposed section 240.15c3-1(a)(7) should 
be noted. First, proposed section 240.15c3-1(a)(7)(ii) is in- 
tended to make it clear that no dealer operating under 
proposed section 240.15c3-1(a)(7) may carry the accounts of 
customers. Second, proposed section 240.15c3-1(a)(7)(vi) 
would prohibit any broker or dealer from recognizing in its 
own capital computations flow-through capital benefits de- 
rived from consolidating, pursuant to section 240.15c3-1c, the 
assets and liabilities of a dealer operating under proposed 
section 240.15c3-1(a)(7). This provision is intended to pre- 
vent such a dealer's parent entity (which may conduct a 
general securities business) from effectively subjecting part of 
its Own required capitalization to the risks incurred by options 
specialists directly utilizing such capital. Finally, proposed 
section 240.15c3-1(a)(7) would be available only insofar as 
the rules of options exchanges permit market maker transac- 
tions to be effected for the unitary proprietary market maker 
account of a self-clearing specialist. For purposes of pro- 
posed section 240.15c3-1(a)(7)(iii), such a proprietary ac- 
count constitutes a single account (even though more than 
one natural person associated with the specialist may trade 
for the account). Of course, each independent market 
maker's account carried and cleared by such a specialist 
constitutes a separate account for purposes of that provision; 
liquidating equity in one such account may not be “cross- 
netted” against a liquidating deficit in another such account.'° 


The text of the proposed section 240.15c3-1(a)(7) appears 
later in this release. 


Statutory Basis and Competitive Considerations 


Pursuant to the Securities Exchange Act of 1934, and 
particularly Sections 15(c)(3) and 23(a) thereof, 15 U.S.C. 
§§780(c)(3), 78w(a), the Commission proposes to amend 
section 240.15c3-1 in Part 240 of Chapter I! of Title 17 of the 
Code of Federal Regulations in the manner set forth below. 
The Commission finds that any burden imposed upon com- 
petition by the proposed amendments is necessary and 
appropriate in furtherance of the purposes of the Act, and 
particularly to implement the Commission's continuing man- 
date under Section 15(c)(3) thereof, 15 U.S.C. §780(c)(3), to 
provide minimum safeguards with respect to the financial 
responsibility of brokers and dealers. 


Request for Comments 


All interested persons are invited to submit, in triplicate, their 
written views and comments concerning the amendments to 
section 240.15c3-1 proposed herein. Ali communications 
should be addressed to George A. Fitzsimmons, Secretary, 
Securities and Exchange Commission, 500 North Capitol 
Street, Washington, D.C. 20549, no later than December 31, 
1976. Reference should be made to File No. S7-616. All 
comments received will be available for public inspection. 


Text of Proposed Amendments 


The proposed amendments to section 240.15¢3-1 are as 
follows (new matter Pbetween arrows€; deletions 
[bracketed]): 


§240.15c3-1 Net capital requirements for brokers or dealers. 
(a) 

Market Makers, Specialists and Certain Other Dealers 
(6)(i) ' 2 ‘ 

(iii) 


(A) An amount equal to 25 percent (5 percent in the case of 
exempted securities) of the market value of the long positions 
and 30 percent of the market value of the short positions; 
however, in the case of long or short positions in options and 
long or short positions in securities other than options which 
relate to a bona fide hedged position as defined in paragraph 
(c)(2)(x)(C) of this section, such amount shall equal the 
deductions in respect of such positions specified by para- 
graph (c)(2)(x)(A)(7)-[(8)] (9) of this section. 


> Self-Clearing Options Specialists 


(7)(i) A dealer who meets the conditions of paragraph (ii) of 
this paragraph (a)(7) may elect to operate under this para- 
graph (a)(7) and thereby not apply, except to the extent 
required by this paragraph (a)(7), the provisions of para- 
graphs (c)(2)(vi), (c)(2)(x), and (f)(3) of this section or Appen- 
dix A (17 CFR 240.15c3-1a) to this section and, in lieu 
thereof, apply the provisions of paragraph (a)(7)(iii) below. 


(ii) This paragraph (a)(7) shall be available to a dealer 
engaged solely in the business of effecting (as sole proprietor 
or through one or more natural persons associated with such 
dealer (“associated specialists”)) and clearing market maker 
transactions in options listed on a registered national securi- 
ties or a facility of a registered national securities association 
(“listed options”); provided, that such dealer may also guar- 
antee, endorse or carry listed options written or purchased by 
a specialist not associated with such dealer and not subject 
to the provisions of this section 240.15c3-1 (an “independent 
specialist’). 


(iii) A dealer electing to operate pursuant to this paragraph 
(a)(7) shall adjust its net worth by deducting, for positions in 
each class of option contracts in which (A) the dealer, as sole 
proprietor or through associated specialists, is a market 
maker (“proprietary positions”), or (B) each such independent 
specialist is a market maker, an amount equal to: 


(A) the deductions specified by paragraph (c)(2)(x)(A) of this 
section; provided, that for purposes of computing such de- 
ductions, proprietary positions, as well as positions in each 
such independent specialist's market maker account, shall be 
allocated in accordance with paragraph (c)(2)(x)(E) of this 
section; and provided further, that the deductions computed 
for each such independent specialist's positions pursuant to 
the foregoing shall be reduced by any liquidating equity, as 
defined in paragraph (c)(2)(x)(B)(2) of this section, that exists 
in such independent specialist's market maker account, and 
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shall be increased to the extent of any liquidating deficit in 
such account; and provided further, that in no event shall the 
foregoing proviso be construed to increase the net capital of 
any dealer electing to operate under this paragraph (a)(7). 


(B) Such lessor requirement as may be approved by the 
Commission under specified terms and conditions upon the 
written application of such dealer. 


(iv) No dealer electing-to operate under this paragraph (a)(7) 
shall permit the sum of the deductions required by paragraph 
(iii) of this paragraph (a)(7) in respect of (A) all proprietary 
positions, and (B) all positions in the market maker accounts 
of independent specialists guaranteed, endorsed or carried 
by such dealer pursuant to this paragraph (a)(7), computed 
without regard to any liquidating equity or liquidating deficit in 
any such independent specialist's account, to exceed 1000 
percent of such dealer's net capital as defined in paragraph 
(c)(2) of this section for any period exceeding five business 
days. Provided, that if at any time such sum exceeds 1000 
percent of such dealer's net capital, then the dealer shall 
immediately transmit telegraphic notice of such event to the 
principal office of the Commission in Washington, D.C., the 
regional office of the Commission for the region in which the 
dealer maintains its principal place of business, and such 
dealer's Designated Examining Authority. Provided further, 
that if at any time such sum exceeds 1000 percent of such 
dealer's net capital, then the dealer shall be subject to the 
prohibitions against withdrawal of equity capital set forth in 
paragraph (e) of this section, and to the prohibitions against 
reduction, prepayment and repayment of subordination 
agreements set forth in paragraphs (b)(6), (b)(7) and (b)(8) of 
section 240.15c3-1d, as if such dealer's net capital were 
below the minimum standards specified by each of the 
aforementioned paragraphs. 


(v) A dealer electing to operate under this paragraph (a)(7) 
shall comply in all respects with the requirements of para- 
graphs (c)(2)(x)(F) and (c)(2)(x)(G) of this section insofar as 
such dealer acts as the guarantor, endorser or carrying 
dealer for options written or purchased by an independent 
specialist. 


(vi) Notwithstanding the provisions of section 240.15c3-1c, no 
broker or dealer computing its net capital or aggregate 
indebtedness pursuant to this section 240.15c3-1 shall recog- 
nize any increase in net capital, decrease in ratio of aggre- 
gate indebtedness to net capital or decrease in minimum net 
capital requirement arising from the consolidation in a single 
Capital computation, pursuant to section 240.15c3-1c, of the 
assets and liabilities of a dealer electing to operate under this 
paracraph (a)(7). 


(c) 

(2) 

(x)(A) 

(9)Notwithstanding the foregoing provisions of this paragraph 
(c)(2)(x)(A), in the case of positions in securities arising from 
any transaction in listed options or securities other than listed 


options guaranteed, endorsed or carried by a broker or dealer 


1064/SEC DOCKET 


who also carries the account of a “customer” within the 
meaning of paragraph (c)(6) of this section, the deduction 
shall be that set forth in paragraphs (c)(2)(vi) or (f)(3) of this 
section, or, if such securities are options, the deduction shall 
be that set forth in Appendix A (17 CFR 240.15c3-1a) to this 
section. 


By the Commission. 


George A. Fitzsimmons 
Secretary 





‘ Securities Exchange Act Release No. 11497 (June 26, 
1975), 40 FR 29795 (July 16, 1975). 


2 Securities Exchange Act Release No. 11969 (Jan. 2, 1976), 
41 FR 5277 (Feb. 5, 1976). 


3 Securities Exchange Act Release No. 12148 (Feb. 26, 
1976, 41 FR 12306 (March 25, 1976). 


4d. 


5 The origina! effective date of these amendmenis was No- 
vember 1, 1976. However, the Commission recently post- 
poned their effective date to January 1, 1977. Securities 
Exchange Act Release No. 12927 (Oct. 27, 1976), 41 FR 
48335 (Nov. 3, 1976). On this occasion, the Commission aiso 
proposed certain technical modifications to §240.15c3-1(a)(6) 
and §240.15c3-1(c)(2)(x) as amended. Securities Exchange 
Act Release No. 12926 (Oct. 27, 1976), 41 FR 48377 (Nov. 
3, 1976). The public comment period respecting these pro- 
posals expires on December 1, 1976. 


617 CFR §240.15c3-1(a)-(ii) (1976); see id. §240.15c3- 
1(c)(2)(x)(A) (“specialist [in listed options] not otherwise 
subject to the provisions of this section’). 


7 See, e.g., Chicago Bd. Options Exch. R. 8.5. 


8 The proposed amendment to §240.15c3-1(a)(6)(iii)(A) oper- 
ates directly upon (and increases) the options specialist's 
equity requirements thereunder, and increases the clearing 
firm’s deductions from net worth through the operation of 
§240.15c3-1(c)(2)(xi). Conversely, the proposed amendment 
to §240.15c3-1(c)(2)(x)(A) operates directly upon (and in- 
creases) the clearing firm's deductions from net worth, 
thereby providing the clearing firm with an economic incentive 
to require the maintenance of proportionately higher levels of 
equity in market maker accounts cleared by that firm. 


’The reference to “natural persons associated with such 
dealer” in proposed §240.15c3-1(a)(7)(ii) is intended to pre- 
clude utilization of proposed §240.15c3-1(a)(7) in respect of 
transactions effected by a parent, subsidiary, affiliate or other 
non-natural person associated with such a dealer. 


10 Compare proposed §240.15c3-1(a)(7)(iii) with §240.15c3- 
1(c)(2)(x)(A). In the case of market maker transactions ef- 
fected by employees or nominees of a listed options special- 
ist for the account of that specialist (which itself owns the 
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positions arising therefrom), single account treatment is eco- 
nomically appropriate. However, where independent market 
makers trade for their own accounts (which are carried and 
cleared by a clearing firm), a different case is presented. 
Here, the economic ramifications of the clearing firm’s practi- 
cal inability to set off a deficit condition in one such account 
with equity present in another market maker account warrant 
“separate account’ treatment. Cf. Securities Exchange Act 
Release No. 12148, at 2-3 (Feb. 26, 1976), 41 FR 12306 
(March 25, 1976). 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 13020/November 30, 1976 


The Securities and Exchange Commission has issued no- 
tices giving interested persons until December 3 to request a 
hearing on applications of the Midwest Stock Exchange, Inc. 
and Cincinnati Stock Exchange for unlisted trading privileges 
in the common stock of Mobil Corporation (Delaware). 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 13021/November 30, 1976 


The Securities and Exchange Commission has issued orders 
pursuant to Section 12(d) of the Securities Exchange Act of 
1934 granting the applications of the following companies to 
list the specified securities on the following exchanges: 
Pacific Stock Exchange, Inc.—Baker Industries, Inc., com- 
mon stock par value $1.00 per share (effective as of Novem- 
ber 18, 1976). New York Stock Exchange, Inc.—Loctite 
Corp., common stock, without par value (effective as of 
October 22, 1976); Illinois Bell Telephone Co., 8-1/4% deben- 
tures, due August 18, 2016 (effective as of November 11, 
1976); and Hospital Affiliates International Inc., 10% senior 
debentures, due November 1, 1991; Savannah Electric and 
Power Co., 9.80% notes, due 1986; and Weyerhaeuser Co., 
7.95% sinking fund debentures, due August 15, 2006 (all 
effective as of November 22, 1976). 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 13022/November 30, 1976 


The Securities and Exchange Commission has issued an 
order granting the application of the American Stock Ex- 
change Inc. to strike from listing and registration the common 
stock of Data Documents, Inc. Through a tender offer which 


expired on October 22, 1976, Dictaphone Corp. had acquired 
almost all of the company’s outstanding stock, and as of 
November 1, 1976, less than 10,000 shares remained in 
public hands. 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 13023/November 30, 1976 


Administrative Proceeding File Number 3-4975 
In the Matter of 


MSL INDUSTRIES, INC. 
File No. 81-200 


ORDER GRANTING APPLICATION PURSUANT TO SEC- 
TION 12(h) OF THAT ACT 


The Securities and Exchange Commission has issued an 
order granting the Application of MSL Industries, Inc., a 
Delaware corporation, pursuant to Section 12(h) of the Secu- 
rities Exchange Act of 1934, as amended, for an exemption 
from the provisions of Sections 13 and 15(d) of that Act. 


lt appeared to the Commission that the granting of the 
requested exemption would not be inconsistent with the 
public interest or the protection of investors. 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 13024/November 30, 1976 


SEE 


SECURITIES ACT OF 1933 
Release No. 5772/November 30, 1976 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 13025/December 1, 1976 


The Securities and Exchange Commission has ordered pub- 
lic administrative proceedings under the Securities Exchange 
Act of 1934 (“Exchange Act’) against Allison-James, Inc., a 
municipal securities dealer registered with the Commission; 
William L. Grace, Jr. (“Grace”), its president; and Mark A. 
Lewis (“Lewis”), its secretary and treasurer, all of Daytona 
Beach, Florida. 
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The proceedings are based upon allegations of the Commis- 
sion’s staff that during the period of February, 1976 through 
September 23, 1976 Allison-James, Incorporated, wilfully 
violated and since June 9, 1976 through September 23, 1976 
Grace and Lewis wilfully aided and abetted violations of the 
Exchange Act and its rules relating to the record keeping 
requirements of municipal securities dealers. 


In addition, the Order alleges that during the period between 
August 17, 1976 to September 23, 1976 Allison-James, 
Incorporated wilfully violated and Grace and Lewis wilfully 
aided and abetted violations of the Exchange Act and its 
rules relating to the net capital requirements of securities 
brokers and dealers. 


A hearing will be scheduled by further order to take evidence 
on the staff allegations and to afford the respondents an 
opportunity to offer any defenses thereto, for the purpose of 
determining whether any action of a remedial nature should 
be ordered by the Commission. 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 13026/December 1, 1976 


In the Matter of 


AMERICAN STOCK EXCHANGE, INC. 
86 Trinit Place 
New York, New York 10006 


(SR-Amex-76-26) 
ORDER APPROVING PROPOSED RULE CHANGE 


On October 18, 1976, the American Stock Exchange, Inc. 
filed with the Commission, pursuant to Section 19(b) of the 
Securities Exchange Act of 1934 (the ‘“Act”), as amended by 
the Securities Acts Amendments of 1975, and Rule 19b-4 
thereunder, copies of a proposed rule change. The rule 
change would require that options in the same “series of 
options” have the same unit of trading. 


Notice of the proposed rule change together with the terms of 
substance of the pronosed rule change was given by publica- 
tion of a Commission Release (Securities Exchange Act 
Release No. 12923, (October 26, 1976)) and by publication in 


the Federal Register (41 Fed. Reg. 48007 (November 1, 
1976)). 


The Commission finds that the proposed rule change is 
consistent with the requirements of the Act and the rules and 
regulations thereunder applicable to registered national secu- 
rities exchanges, and in particular, the requirements of Sec- 
tion 6 and the rules and regulations thereunder. 


IT iS THEREFORE ORDERED, pursuant to Section 19(b)(2) 
of the Act, that the proposed rule change filed with the 
Commission on October 18, 1976, be, and it hereby is, 
approved. 
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For the Commission by the Division of Market Regulation, 
pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 13027/December 1, 1976 


RULES OF SELF-REGULATORY ORGANIZATIONS 


Section 31(b) Review 


Section 31(b) of the Securities Acts Amendments of 1975 
(the “1975 Amendments”)' essentially provides that if it 
appears to the Commission, at any time within one year of 
the effective date of any of the 1975 Amendments to the 
Securities Exchange Act of 1934 (the “Act’’),2 that the organi- 
zation or rules? of any national securities exchange or 
association registered with the Commission on June 4, 1975, 
do not comply with the Act as amended, the Commission 
shall notify the self-regulator in question, specifying the 
respects in which it is not in compliance with the Act. On or 
after the 180th day following receipt of such notice, and after 
notice and opportunity for hearing, the Commission may by 
order suspend the self-regulatory organization's registration, 
or limit its activities, functions or operations, if it appears to 
the Commission that the self-regulator’s organization or rules 
do not comply with the Act. Section 31(b) stipulates that any 
such sanction shall subsist until the Commission, by order, 
declares that the self-regulatory organization is in compliance 
with the Act. 


In March, 1976, the Commission announced that it was 
undertaking a general inquiry with respect to rules of national 
securities exchanges relating to membership and association 
with members in light of the amendments to the Act made by 
the 1975 Amendments.* In that connection, the Commission 
gave written notice to each national securities exchange 
concerning certain of their rules which might not be consistent 
with Sections 6(b)(2), 6(b)(5) and 6(b)(8) of the Act, as 
amended. The Commission at that time invited each ex- 
change to make a presentation of views, data and argu- 
ments. Attached to the letters sent to the exchanges was a 
staff memorandum describing the particular exchange rules 
which raised questions under the Sections of the Act cited in 
the letters.5 


In its action today, the Commission is completing notice to 
exchanges under Section 31(b) and is also giving notice 
under Section 31(b) to the National Association of Securities 
Dealers, Inc. (the “NASD”), which is the only securities 
association registered under the Act. To that end, the Com- 
mission today sent to the exchanges and the NASD a letter 
describing in general terms the types of exchange and NASD 
rules that appear not to be consistent with the Act, as 
amended, and attached to each letter an enumeration specifi- 
cally citing the rules concerned and identifying also particular 
Sections of the Act which the rules appear to contravene.® 























Text of Notice 
The text of the Commission's letter of notice is as follows: 


The Commission has recently concluded a review of the rules 
of certain self-regulatory organizations intended to identify 
those rules which appear not to comply with the provisions of 
the Securities Exchange Act of 1934 (the “Act’), as amended 
by the Securities Acts Amendments of 1975 (the “1975 
Amendments”). It appears that, as indicated in the enclosed 
materials, your rules may not be consistent with the Act, as 
amended. 


Under the Act, the Commission is permitted to elect to pursue 
one or more courses with respect to particular rules of 
national securities exchanges or national securities associa- 
tions found to be incompatible with provisions of the Act. 
Under Section 19(c) the Commission may, for example, 
abrogate or amend such rules if necessary or appropriate to 
insure the fair administration of a self-regulatory organization, 
to conform its rules to the requirements of the Act and the 
rules and regulations thereunder applicable to such organiza- 
tion, or otherwise in furtherance of the purposes of the Act. 
Alternatively, the Cornmission is authorized under Section 
31(b) of the 1975 Amendments, among other things, to 
impose limitations on the activities, functions and operations 
of a national securities exchange or association if the Com- 
mission finds, after written notice specifying the respects in 
which such self-regulatory organization is not in compliance 
with the Act, and after notice and opportunity for hearing, that 
the rules of such organization are not in compliance with the 
Act. Moreover, the Commission could determine, in appropri- 
ate cases, to adopt directly its own substantive rules or to 
invoke other remedies appropriate to secure compliance with 
the provisions of the Act. 


In March, 1976, the Commission sent to each national 
securities exchange written notice of exchange rules relating 
to membership and association with members that appeared 
not to be consistent with Sections 6(b)(2), 6(b)(5) and 6(b)(8) 
of the Act, as amended. in that notice, the Commission also 
invited each exchange to make a presentation of views, data 
and arguments concerning whether the specified rules com- 
ply with the Act. Today, the Commission is giving written 
notice as to additional rules of exchanges that appear not to 
comply with the Act, as amended. The Commission is also 
giving notice to the National Association of Securities Deal- 
ers, Inc. (the “NASD”), concerning NASD rules that appear 
not to comply with the Act, as amended. 


While the Commission is specifying in the enclosed materials 
the rules of your organization which do not appear to comply 
with particular provisions of the Act, the Commission has not 
yet drawn final conclusions concerning these rules or any of 
them; nor should the identification in the enclosed materials 
of particular rules of your organization be construed to 
indicate that there may not be questions with respect to the 
compliance of other such rules with the Act. 


For your convenience, we outline below some of the salient 
concerns precipitated by the rules of certain self-regulatory 
organizations, including your own. Our discussion encompas- 
ses matters relating to (i) a national market system for 
securities and exchange rules regulating trading patterns or 
practices, (ii) the provisions of Sections 6 and 15A of the Act 


regulating the conduct of national securities exchanges and 
associations and the scope and content of their rules, and (iii) 
rules of such organizations regarding the processing of 
securities transactions. 





1 Pub. L. No. 94-29, § 31(b) (June 4, 1975) [hereinafter cited 
by section as 1975 Amendments]. § 31(b), which derives 
from proposed legislation antedating the 1975 Amendments, 
evolved as a means of conforming the rules of existing self- 
regulatory organizations to the Act, as amended, without 
requiring the re-registration of these organizations. See H.R. 
4111, 94th Cong., 1st Sess. §§ 102(r), 107(m) (1975) (na- 
tional securities exchanges and national securities associa- 
tions respectively); H.R. 5050, 93d Cong., 1st Sess. 
§§ 202(r), 207(m). 


2 Pursuant to § 31(a) of the 1975 Amendments, the amend- 
ments to §§ 3(a)(12), 6(a)-(d), 11A(b), 15(a), 15A, 15B(a), 
17A(b), (c) & 19(g) of the Act became effective on December 
1, 1975, and the amendments to § 31 of the Act became 
effective on January 1, 1976. 


3 The term “rules”, when used hereinafter with reference to 
the rules of a national securities exchange or a national 
securities association, carries the meaning set forth in 
§ 3(a)(27) of the Act and 17 CFR § 240.19b-4 under the Act. 
The rules of the national securities exchanges and associa- 
tions have heretofore been filed with the Commission. Prior to 
the 1975 Amendments, such rules were filed pursuant to the 
former §§ 240.17a-8 (national securities exchanges) or 
240.15A j-1 (national securities associations). Since the 
enactment of the 1975 Amendments, pursuant to 
§ 240.19b-4, any change in, addition to or deletion from such 
rules is filed with the Commission for its approval. In certain 
cases, exchange rules may antedate the adoption of former 
§ 240.17a-8; these rules, however, were reflected in official 
publications of exchange rules. 


4 Securities Exchange Act Release No. 12157 (March 2, 
1976), 41 FR 10662 (March 22, 1976). 


5 The Commission published the staff memorandum at id., 
Appendix B. 


6 The discussion of particular rules of exchanges and the 
NASD is not intended to cover all issues arising from the 
Commission's review of self-regulatory rules, but merely to 
outline some of the salient considerations involved. The 
additional materials transmitted to the NASD and each na- 
tional securities exchange have been placed in the Commis- 
sion’s public files. While certain other exchange rules govern- 
ing trading, e.g., those imposing affirmative and negative 
trading obligations upon specialists, also appear to raise 
significant questions under the Act, the Commission believes 
that action with respect thereto should be deferred in order 
that structural changes in the securities markets now occur- 
ring or contemplated may be duly assessed in light of the 
objectives of the Act. The Cincinnati Stock Exchange and the 
Spokane Stock Exchange are in the process of developing 
comprehensive proposed amendments to their rules and their 
current rules will therefore be superseded in their entirety. 
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1. National Market System and Rules Restricting Trading 
Practices 


Section 11A of the Act directs the Commission to facilitate the 
establishment of a national market system for securities in 
accordance with certain congressional findings and objec- 
tives." 


In addition, Sections 6(b)(5) and 15A(b)(6) provide that the 
rules of national securities exchanges and associations, 
respectively, must be designed, among other things, ‘to 
remove impediments to and perfect the mechanism of a free 
and open market and a national market system.” A major 
basis underlying the 1975 Amendments was the congres- 
sional judgment that “because of excessive and unnecessary 
regulatory restraints, competition in the securities industry 
has not been as vigorous and as effective in advancing the 
public interest as it could be.” The Congress, therefore, 
charged “the Commission with an explicit obligation to elimi- 
nate all present and future competitive restraints that cannot 
be justified by the purpose of the .. . Act.’ 


Certain exchange rules relating to trading patterns or prac- 
tices appear not to comply with the Act, as amended. Some 
of these areas of concern are summarized below. 


(a) Exchange Rules Prohibiting Specialists from Dealing 
Directly with Certain Persons. Certain exchange rules pro- 
hibit specialists from dealing directly with institutions, as well 
as certain affiliates of a listed company.‘ Historically, such 
rules arose out of concerns as to potential conflicts of interest 
operating in derogation of a specialist's general market 
making obligations and his fiduciary duty to public limit orders 
on his book. However, these rules require exchange mem- 
bers to choose between conducting a business with or for 
institutional customers and engaging in specialist activities. 
Further, such rules appear inconsistent with Section 6(b)(5), 
which proscribes unfair discrimination between dealers or 
customers. For these reasons, it appears that the protections 
which investors may derive from such rules may be out- 
weighed by their apparent inconsistency with the Act, as 
amended. 


(b) Parity, Priority and Precedence in Order Execution. 
Exchange rules governing priority and precedence in the 
execution of bids and offers uniformly grant price priority. 
However, certain of these rules, as queuing devices for 
orders at a particular price, have been fundamentally criti- 
cized for preferring size precedence over time priority, espe- 
cially in the context of limit orders.5 It appears that to the 
extent size precedence operates to defeat a limit order's time 
priority, such rules may unfairly discriminate between cus- 
tomers. 


(c) Obsolete Exchange Rules Periaining to Trading Prac- 
tices. Our review of the rules of the self-regulatory organiza- 
tions has disclosed instances where, as a result of changing 
business practice or statutory evolution, particular provisions 
appear to require revision or elimination at this time. 


For instance, certain exchange rules require members to 
obtain approval before engaging in specified forms of off- 
board trading activity,® or require prior exchange approval of 
certain deviations from normal trading practices, without 
specifying the circumstances under which such approval will 
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be granted or denied.” Such rules appear to impose inappro- 
priate restraints upon fair competition between exchange 
members and non-members and may unduly hinder the 
economically efficient execution of securities transactions. 
Rules prohibiting members from transacting business with 
non-members while on the floor of the exchange also appear 
to erect obstacles to the attainment of the statutory objectives 
of fair competition among brokers and dealers and the 
economically efficient execution of securities transactions.® 


ll. Conduct and Rules of Self-Regulatory Organizations 


Prior to the 1975 Amendments, Section 6 of the Act did not 
prescribe the substantive contours of exchange rules, other 
than to stipulate that such rules must be “just and adequate 
to insure fair dealing and to protect investors.”? The 1975 
Amendments added—as Section 6(b) of the Act—express 
requirements pertaining to the scope, substance and effect of 
exchange rules.’° Certain of these provisions incorporate by 
reference Sections 6(c) and 6(d) of the Act, respectively 
dealing with restrictions upon membership on an exchange, 
and procedural safeguards pertaining to disciplinary action by 
an exchange."' In addition, Section 6(e) of the Act prohibits a 
national securities exchange from imposing any schedule (or 
otherwise fixing rates) of commissions, allowances, discounts 
or other fees to be charged by its members. 


We summarize below some of the apparent instances of non- 
compliance with these sections of the Act disclosed by our 
review of the rules of the NASD and the several national 
securities exchanges. 


(a) Restrictions Upon Membership, Access or Association. 
In the Commission's general inquiry into rules of national 
securities exchanges pertaining to membership and associa- 
tion with members,'? the Commission discussed, among 
other things, exchange rules dealing with eligibility for mem- 
bership, regulation of foreign persons, restrictions on the 
formation and operation of member or associated corpora- 
tions, partnerships and other business organizations, restric- 
tions on business affiliations, and rules on sponsorship. This 
letter of notice expands the Commission's inquiry to encom- 
pass certain rules of the NASD relating to such matiers, and 
brings to the attention of all the self-regulators certain addi- 
tional rules regarding these matters which appear not to 
comply with one or more provisions of the Act, as amended.'? 


(b) Fair Representation of Members and the Public. Sec- 
tions 6(b)(3) and 15A(b)(4) together require the rules of each 
exchange and the NASD to assure fair representation of their 
members in the selection of directors and the administration 
of the affairs of the self-regulatory organization of the affairs 
of the self-regulatory organization, and further stipulate that 
one or more direciors shali be representative of issuers and 
investors and not associated with any member, broker, or 
dealer. 


Questions appear to exist concerning whether rules pertain- 
ing to the governance of certain exchanges conform to these 
standards. For instance, it would seem that the statutory 
requirement of fair representation not only encompass the 
initial selection of directors, but also inquires whether, pur- 
suant to certain exchange rules,'4 fair representation is 
thereafter maintained on such bodies as board committees to 
which an exchange’s board of directors may delegate its 




















functions. 


(c) Allocation of Dues, Fees and Other Charges.'> Sections 
6(b)(4) and 15A(b)(5) together require that the rules of 
national securities exchanges and associations provide for 
the equitable allocation of reasonable dues, fees and other 
charges among members, issuers, and other persons using 
their facilities. These provisions seem to call into question, for 
example, the rules of certain exchanges imposing charges 
upon members measured by their net commission income 
from floor transactions; it appears that such rules may 
inequitable burden floor members effecting primarily broker- 
age transacticns.'® 


(d) Procedural Safeguards in Disciplinary Proceedings. 
Sections 6(b)(7) and 15A(b)(8) of the Act require that the 
rules of national securities exchanges and associations, 
respectively, provide a fair procedure for the disciplining of 
their members and associated persons, the denial of mem- 
bership or association with a member, and the prohibition or 
limitation of access to services offered by the self-regulator or 
a member thereof. These provisions incorporate by reference 
Sections 6(d) and 15A(h), which prescribe procedural norms 
controlling in any proceeding by the exchanges or the NASD 
to determine whether a member or associated persons 
should be disciplined, or whether any person should be 
denied membership or association with a member, or prohib- 
ited or limited respecting access to services offered by that 
self-regulator or a member therof. Summary proceedings are 
authorized—subject to Commission review—only in limited 
instances primarily involving persons either subject to subsist- 
ing sanctions imposed by another self-regulator, or experi- 
encing financial or operational difficulty which endangers the 
safety of investors, creditors, other members or the self- 
regulator. 


These procedural safeguards, incorporated into the Act by 
the 1975 Amendments, spring from congressional concern 
that the self-regulators’ exercise of such “governmental-type” 
powers conform to “fundamental standards of due proc- 
ess.’'7 Congress was also troubled by the then existing 
disparity between the provisions of Section 15A prescribing 
procedural norms respecting NASD disciplinary proceed- 
ings.18 Consequently, the 1975 Amendments subject the 
exchanges and the NASD to virtually congruent regulatory 
schemes concerning procedural safeguards and right of 
Commission review. 


In this connection, the rules of exchanges and the NASD 
appear to include a number of disciplinary provisions which 
do not yet fully incorporate the procedural safeguards now 
prescribed by the Act. Most frequently, these rules appear to 
provide for summary suspension or termination of member- 
ship in situations not within the boundaries of permissible 
summary action demarcated by the Act.'9 


(e) Rules Related to Fixed Commission Rates or Fee 
Schedules. Section 6(e) of the Act now prohibits any national 
securities exchange from imposing any schedule or fixing any 
rate of commission, allowance, discount or other fee to be 
charged by its members. Nonetheless, many exchange rules 
still contain references to former schedules of fixed rates of 
commissions2° while other rules reflect assumptions to the 
effect that members are required to charge a fee.2! Such 
rules appear to be inconsistent with the statutory prohibition 


to the extent that they perpetuate the former environment of 
prescribed fee schedules and fixed rates of commission. 
Such rules may also pose unnecessary burdens on competi- 
tion inconsistent with Section 6(b)(8). 


Other exchange rules provide that odd-lot limit orders are to 
be executed at the limit price plus or minus any odd-lot 
differential which is assessed.?? Aside from their apparent 
incompatibility with Section 6(e), these rules appear to mili- 
tate against fair competition among brokers and dealers, and 
may inhibit the execution of odd-lot orders in an economically 
efficient manner. 


Ill. Rules Regarding the Processing of Securities Transac- 
tions 


Section 17A(a)(2) of the Act directs the Commission “to use 
its authority under [the Act] to facilitate the establishment of a 
national system for the prompt and accurate clearance and 
settlement of transactions in securities ...” having due 
regard for, among other things, the maintenance of fair 
competition among brokers and dealers, clearing agencies, 
and transfer agents. 


Consistent with the mandate of Section 17A, Sections 6(b)(5) 
and 15A(b)(6) of the Act require that the rules of a national 
securities exchange and of a national securities association 
be designed ‘to foster cooperation and coordination with 
persons engaged in regulating, clearing, settling ... and 
facilitating transactions in securities,. . .” and Sections 6(b)(8) 
and 15A(b)(9) of the Act prohibit the rules of national securi- 
ties exchanges and associations from imposing any burden 
on competition not necessary or appropriate in furtherance of 
the purposes of the Act. In addition, Section 11A(c)(5) of the 
Act stipulates that “[nJo national securities exchange or 
registered securities association may limit or condition the 
participation of any member in any registered clearing 
agency.” These sections of the Act together contemplate that 
relationships, if any, between the several securities market- 
places and registered clearing agencies will facilitate the 
prompt and accurate processing of securities transactions, 
raise no unnecessary barriers to competition, and engender 
no unfair discrimination among brokers and dealers, clearing 
agencies and transfer agents. 


The historical role of clearing agencies as adjuncts to the 
securities markets led to the development of rules and 
procedures which, while initially descriptive of necessary 
securities processing relationships, have lost with the pas- 
sage of time much or all of their original purpose. These rules 
and procedures have become restraints on competition by 
tying the clearance and settlement of securities transactions 
to the market in which those transactions occur and have 
impeded the development of efficient methods of clearance 
and settlement by discouraging technological innovation. For 
example, the rules of several national securities exchanges 
and of the NASD subject securities contracts to the require- 
ments of the by-laws and rules of clearing agencies affiliated 
with those organizations, even though members of such 
exchanges and the NASD might prefer to utilize other clear- 
ing agencies.23 The rules of several exchanges appear to 
afford affiliated clearing agencies priority over other creditors 
of a member, including other clearing corporations, in the 
distribution of proceeds arising from the sale of the member's 
exchange seat.”4 
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The foregoing and similar rules of the exchanges and the 
NASD, including those dealing with purely functional and 
clerical matters (such as signature guarantees?> and required 
office locations for transfer agents?®), appear, among other 
things, to discourage or preclude an exchange or NASD 
member from (i) using a clearing agency not affiliated with the 
exchange or the NASD, (ii) exploring clearance and settle- 
ment alternatives not involving any clearing agency, and, (iii) 
directly or through agents, utilizing clearing agencies for only 
a limited part of the clearing and settlement process. In 
addition, such rules appear to limit inappropriately the range 
of entities which may act as transfer agents for transactions in 
a given marketplace. 


Request for Self-Regulatory Review 


Prior to any further action by the Commission, we request 
that your organization review carefully those of its rules 
discussed above and cited in the enclosed materials in light 
of the provisions of the Act specified therein. To the extent 
that you concur that one or more of these rules are inconsist- 
ent with the provisions of the Act cited in connection there- 
with, we request your organization, as promptly as possible 
and without the commencement of further proceedings by the 
Commission, to take all action necessary to effect appropriate 
amendments thereto. 


In addition, we request that on or before February 1, 1977, 
you make a preliminary written presentation to the Commis- 
sion detailing, with respect to all rules which are the subject of 
this notice, the amendments and proposed amendments to 
your rules which you have filed or intend to file, and, as to 
those rules which you believe to be in compliance with the 
Act, listing the basis upon which you conclude that no further 
action by your orgarization is necessary. 


By the Commission. 


George A. Fitzsimmons 
Secretary 


December 1, 1976 





' Specifically, Congress determined that the securities mar- 
kets are an important national asset to be preserved and 
strengthened; that new data processing and communications 
systems create the opportunity for more efficient and effective 
markets; that it is in the public interest to assure (i) economi- 
cally efficient mechanisms for the execution of transactions; 
(ii) fair Competition among brokers and dealers, among 
markets and between exchange markets and over-the- 
counter markets; (iii) the availability of information with re- 
spect to quotations for, and transactions in, securities; (iv) the 
practicability of brokers executing investors’ orders in the best 
market; and (v) an opportunity for investor orders to be 
executed without the participation of a dealer, so long as 
such opportunity would be consistent with clauses (i) and (iv); 
and that the linking of all markets for qualified securities 
through communications and data processing facilities will 
foster efficiency, enhance competition, increase the informa- 
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tion available to brokers, dealers and investors, facilitate the 
offsetting of investors’ orders and contribute to the best 
execution of such orders. See § 11A(a)(1)(C) of the Act. 


2 Senate Committee on Banking, Housing and Urban Affairs, 
Report to Accompany S. 249, S. Rep. No. 94-75, 94th 
Cong., ist Sess. 13 (1975) [hereinafter cited as Senate 
Report]; see House Committee on Interstate and Foreign 
Commerce, Report to Accompany H.R. 4111, H.R. Rep. No. 
94-123, 94th Cong., 1st Sess. 49 (1975). 


3 Senate Report, supra note 2, at 13; see, e.g., §§ 6(b)(8), 
19(b), 19(c), 19(e), 19(f) and 23(a) of the Act. The Senate 
Report, however, indicated that this directive should be 
implemented within the context of other statutory objectives: 


This explicit obligation to balance, against other regula- 
tory criteria and considerations, the competitive implica- 
tions of self-regulatory and Commission action should 
not be viewed as requiring the Commission to justify 
that such actions be the least anti-competitive manner 
of achieving a regulatory objective. Rather, the Com- 
mission's obligation is to weigh competitive impact in 
reaching regulatory conclusions. The manner in which 
it does so is to be subjected to judicial scrutiny upon 
review in the same fashion as are other Commission 
determinations, with no less deference to the Commis- 
sion’s expertise than is the case in other matters 
subject to its jurisdiction. 


Id. at 13. 


4 See American Stock Exch. R. 190(b); New York Stock 
Exch. R. 113(a). 


5 See New York Stock Exch. R. 72; cf. American Stock Exch. 
R. 126(g). See also American Stock Exch. R. 108, governing 
priority and parity at openings. This rule appears to discrimi- 
nate against limit order customers at the opening, both by 
according priority to subsequently placed market orders and 
by granting parity to previously undisclosed limit orders held 
in the crowd. 


® See, e.g., New York Stock Exch. R. 437 (requiring ex- 
change approval to conduct off-board international arbitrage 
activities). 


7 See, e.g., New York Stock Exch. R. 391 (requiring ex- 
change approval to effect a retail distribution of a block 
through the facilities of the exchange away from the regular 
auction market). 


8 E.g., New York Stock Exch. R. 54; see note 4 supra and 
accompanying text. In addition, such rules appear to be at 
odds with Rule 19c-1 under the Act, which delineates the 
permissible scope of exchange restrictions upon off-board 
agency trades. See also American Stock Exch. R. 6; New 
York Stock Exch. R. 396 (restricting off-board transactions in 
bonds). 


915 U.S.C. § 78f(d) (1970), as amended, 1975 Amendments 
§ 4. 


10 Substantially conforming amendments to § 15A(b) of the 
Act created similar requirements applicable to the rules of 














national securities associations. See 1975 Amendments 
§ 12(2). 


1 Accord, § 15A(b)(3), (8) (incorporating §§ 15A(g), (h) 
which impose similar restraints upon registered securities 
associc tions). 


12 Securities Exchange Act Release No. 12157 (March 2, 
1976), 41 FR 10662 (March 12, 1976). 


'3 For instance, through their regulation of certain communi- 
cations mechanisms, some exchange rules appear to deny, 
restrict or condition the access of a registered broker or 
dealer to services offered by such exchange or its members. 
E.g., American Stock Exch. Const. art. Il, § 2 & RR. 220-22, 
500-05 (authority to disapprove or discontinue, without refer- 
ence to specific standards, non-member access to ticker or 
quotation services, or electronic communications between 
members and other persons). Other exchanges have similar 
rules. E.g., New York Stock Exch. RR. 36, 356; Philadelphia 
Stock Exch. R. 444. See also Midwest Stock Exch. art. Xil, 
R. 4; id. art. XVI, R. 1. 


14E.g., New York Stock Exch. Const. art. Ill, § 1 (board 
committees). See also Midwest Stock Exch. Const. art. IV, 
§ 4; Pacific Stock Exch. Const. art. Ill, § 2(b); Philadelphia 
Stock Exch. By-Laws art. V, § 5-3 (all reserving positions on 
governing boards and committees to particular classes of 
members). 


15 See also notes 20-22 infra and accompanying text. 


16 E.g., Midwest Stock Exch. art. XXVII, R. 2, New York Stock 
Exch. Const. art. X, § 2. 


17 Senate Report, supra note 2, at 24-25. 
84d. at 25. 


19E.g., American Stock Exch. R. 112 (suspension of regis- 
tered traders); National Association of Securities Dealers By- 
Laws art. |, § 13(b) (summary cancellation of membership by 
reason of statutory disqualification); New York Stock Exch. 
Const. art. XIll, §§ 1-8 (summary suspension on account of 
insolvency or failure to perform contracts; procedures regard- 
ing reinstatement). See also American Stock Exch. Const. 
art. V, § 3; Boston Stock Exch. Const. art. XVI, §§ 9 & 10; 
Midwest Stock Exch. Const. art. XII, § 3; id. [Rules] art. XIII, 
RR. 1-6; id. art. XVI, R. 9 id. art. XXI, R. 3; New York Stock 
Exch. Const. art. X!, § 13; id. art. XIll, §§ 1-8; id. R. 345; 
Pacific Stock Exch. Const. art. VI, § 3; id. art. VIII, § 6(b); 
Spokane Stock Exch. Const. art. XIV; id. art. XVI, § 2. 


20 E.g., Boston Stock Exch. ch. VII § 4; id. ch. XII-A; id. ch. 
XIV; Midwest Stock Exch. art. XXIII, R. 2; Philadelphia Stock 
Exch. RR. 459, 671. 


21 E.g., Boston Stock Exch. Const. art. XXV, § 4; New York 
Stock Exch. R. 115A Supplementary Material .20; Philadel- 
phia Stock Exch. By-Laws art. XXVI, § 26-4. 


22 E.g., American Stock Exch. R. 205; Boston STock Exch. 
ch. XIl-A; Midwest Stock Exch. art. XXV, RR. 6 & 7; Pacific 
Stock Exch. R. li, § 8(b). See also Midwest Stock Exch. art. 


5 s XXVill, R. 4; New York Stock Exch. R. 440 Supplementary 


Material H.10; Philadelphia Stock Exch. R. 676; Pacific Stock 
Exch. R. IX, § 19(b) (requirement that members pass statu- 
tory registration fee on to customers). 


23 See, e.g., New York Stock Exch. Const. art. XII, § 3; 
Boston Stock Exch. Const. art. XVII, § 3; Philadelphia Stock 
Exch. By-Laws § 16-4; National Association of Securities 


Dealers 8y-Laws art. XVII (proposed amendment pending 
before the Commission). 


24 See e.g., American Stock Exch. Const. art. IV, Sec. 4(d) 
(Second); Midwest Stock Exch. art. |, R. 14(a)-2; Chicago Bd. 
Options Exch. R. 3.15(b); Pacific Stock Exch. Const. art. Vil, 
§ 4(a). 


25 See, e.g., American Stock Exch. R. 774; Midwest Stock 
Exch. art. Vi, R. 34. 


26 See, e.g., American Stock Exch. R. 891; New York Stock 
Exch. R. 496. 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 13028/December 1, 1976 


Delegation of Authority 


Section 17(b) of the Securities Exchange Act of 1934 (the 
“Act’)' requires that the Commission, prior to conducting any 
examination of a registered clearing agency, registered trans- 
fer agent or registered municipal securities dealer, give notice 
to the appropriate regulatory agency and consult with it 
concerning the feasibility and desirability of coordinating such 
examination with examinations conducted by such appropri- 
ate regulatory agency with a view to avoiding unnecessary 
regulatory duplication or undue regulatory burdens for such 
clearing agency, transfer agent, or municipal securities 
dealer. 


Therefore, the Commission has delegated authority to per- 
form that function to the Director of the Division of Market 
Regulation. The Commission finds, in accordance with the 
Administrative Procedure Act, that such action relates solely 
to agency organization, procedure or practice and that notice 
and public procedure are not necessary with respect thereto. 


Pursuant to the Securities Exchange Act of 1934 and particu- 
larly Sections 4 and 17 thereunder, Section 200.30-3 is 
amended by adding a new paraaraph (24) thereto as follows: 


§ 200.30-3 Delegation of authority to Director of Division of 
Market Regulation 


a a ek 


(a) * * @ 


(24) Pursuant to Section 17(b) of the Act [15 U.S.C. 78q(b)], 
prior to-any examination of a registered clearing agency, 
registered transfer agent, or registered municipal securities 
dealer whose appropriate regulatory agency is not the Com- 
mission, to notify and consult with the appropriate regulatory 
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agency for such clearing agency, transfer agent, or municipal 
securities dealer. 


By the Commission. 


George A. Fitzsimmons 
Secretary 





115 U.S.C. 78q(b), as amended by Pub. L. No. 94-29 (June 
4, 1975). 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 13029/December 2, 1976 


INVESTMENT ADVISERS ACT 1940 
Release No. 557/December 2, 1976 


Method for Compliance with Section 206(3) of the Investment 
Advisers Act of 1940 with Respect to Certain Transactions 


Notice of Proposed Rulemaking 


The Securities and Exchange Commission has under consid- 
eration a proposal to adopt Rule 206(3)-2 [17 CFR 
275.206(3)-2] under the Investment Advisers Act of 1940 [15 
U.S.C. 80b-1 et seg.] (“Advisers Act’). The proposed rule 
would provide a method for compliance with the provisions of 
Section 206(3) of the Advisers Act [15 U.S.C. 80b-6(3)} for 
certain investment advisers, who also are registered as 
broker-dealers under the Securities Exchange Act of 1934 
[15 U.S.C. 78a et seq.j (“Exchange Act’), in effecting an 
agency cross transaction for an advisory account, if: (1) the 
advisory client has executed a written consent prospectively 
authorizing for a period not to exceed one year the invest- 
ment adviser, or any other person relying on this rule,’ to 
effect agency cross transactions for such advisory account, 
provided that such written consent is obtained after full written 
disclosure of the nature of agency cross transactions, includ- 
ing the effect of the investment adviser or such other person 
acting as broker for both parties to such transactions; (2) the 
investment adviser sends to each such client a written 
confirmation at or before the completion of each such trans- 
action, which confirmation includes a statement of the nature 
of such transaction, the date and time when such transaction 
took place, and the source and amount of any commission or 
other remuneration received or to be received by the invest- 
ment adviser and any other person relying on this rule in 
connection with such transaction; (3) the investment adviser 
sends to each such client, within thirty days prior to the 
expiration of such written consent and with any written 
statement or summary of such account from the investment 
adviser, a written disclosure statement identifying each such 
transaction, including the dates thereof and the sources and 
amounts of any commission or other remuneration received 
or to be received by the investment adviser and any other 
person relying on this rule in connection with each such 
transaction; (4) each written disclosure and confirmation 
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required by this rule includes a prominent legend clearly 
stating that such written consent may be revoked at any time 
by written notice to the investment adviser from the advisory 
client; and (5) no such transaction is effected in which both 
any buyer and any seller are advised in relation to such 
transaction by the same investment adviser or any person 
controlling, controlled by or under common control with such 
investment adviser. 


For purposes of the proposed rule the term “agency cross 
transaction for an advisory account” shall mean a transaction 
in which a person acts as an investment adviser in relation tc 
a transaction in which such investment adviser, or any person 
controlling, controlled by or under common control with such 
investment adviser, acts as a broker for both such advisory 
account and for another person on the other side of the 
transaction. 


Section 206(3) of the Advisers Act makes it unlawful for any 
investment adviser, by use of the mails or any means or 
instrumentality of interstate commerce, directly or indirectly— 
acting as principal for his own account, knowingly to sell any 
security to or purchase any security from a client, or acting as 
broker for a person other than such client, knowingly to effect 
any sale or purchase of any security for the account of such 
client, without disclosing in writing to such client before the 
completion of such transaction the capacity in which he is 
acting and obtaining the consent of the client to such 
transaction. The prohibitions of this paragraph 
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(3) shall not apply to any transaction with a customer of a 
broker or dealer if such broker or dealer is not acting as an 
investment adviser in relation to such transaction. 


In Advisers Act Release No. 40, dated February 5, 1945, 11 
FR 10997 (September 27, 1946) (“Release No. 40’), the staff 
Stated its opinion that an investment adviser who, as principal 
or as agent for another, effects a transaction with or for a 
client is required to obtain the client’s consent in accordance 
with Section 206(3) of the Advisers Act on the basis of full 
disclosure of any adverse interest of the investment adviser. 


Release No. 40 further stated the staff's opinion that such 
disclosure should include, as a minimum: the capacity in 
which the investment adviser proposes to act; the cost of the 
security to the investment adviser where he proposes to sell 
as principal, the price he expects to receive on resale where 
the investment adviser proposes to buy from his client, or the 
total commission to the investment adviser where he pro- 
poses to act as an agent for another; and the best price at 
which the transaction could be effected by or for the client 
elsewhere if such price is more advantageous. Moreover, 
according to Release No. 40, except where no advice is 
rendered as to the particular transaction, the Advisers Aci 
requires that the disclosure of capacity (although not the 
other disclosures) be given in writing and the client's consent 
be obtained before the completion of each separate transac- 
tion. 


Since the publication of Release No. 40, both the investment 
advisory business and the securities business have under- 
gone many changes. The Commission recognizes that in light 
of those changes, and particularly the unbundling of advisory 
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services offered by certain broker-dealers, some modification 
of the earlier staff interpretation of Section 206(3), as set forth 
in Release No. 40, is appropriate.2 


An agency cross transaction for an advisory account which is 
negotiated by an investment adviser at arm’s-length with an 
independent third person is subject to many of the checks of 
free and competitive forces. For example, in arm’s-length 
negotiations by an investment adviser acting in the best 
interests of his advisory client, the negotiated price should 
approximate the best price available in the open market, an 
independently determinable gauge of performance. An in- 
vestment adviser proposing to effect such a transaction in a 
competitive market must act immediately based upon current 
market prices. Therefore, he would not be able to secure an 
advisory client's prior consent based upon specific written 
disclosure, and at the same time take advantage of the 
current market prices. Opportunities to effect possible “best 
executions” for advisory clients thus may be lost, and, as a 
practical matter, the investment adviser will be unable to 
effect the cross transaction on behalf of the advisory client. 
This appears to be contrary to the purposes for which the 
client may have established such account. 


In contrast, where an investment adviser-effects a transaction 
as principal with his advisory account client, the terms of the 
transaction are necessarily not established by arm’s-length 
negotiation. Instead, the investment adviser is in a position to 
set, or to exert influence potentially affecting, the terms by 
which he participates in such trade. The pressures of self- 
interest which may be present in such principal transactions 
may require the prophylaxis of the disclosures specified in 
Release No. 40.3 Moreover, since such transactions do not 
require immediate action in a competitive market, the invest- 
ment adviser has sufficient opportunity to secure the client's 
specific prior consent. 


Accordingly, the Commission proposes to adopt Rule 206(3)- 
2 as a nonexclusive method for compliance with Section 
206(3) of the Advisers Act in connection with certain agency 
cross transactions for advisory accounts. The proposed rule 
provides that an investment adviser would be deemed to be 
in compliance with Section 206(3) of the Advisers Act in 
effecting a cross transaction for an advisory account if the 
transaction is effected pursuant to a written consent for a 
period not to exceed one year and executed by the advisory 
client after full written disclosure of the nature of such 
transaction and the effect of such investment adviser’s acting 
as agent for both parties.4 


In addition, as discussed below, the investment adviser must 
send to the advisory client specified written confirmations and 
other statements. The purpose of this information is to afford 
the client a basis for determining whether to continue or 
revoke the written consent for agency cross transactions. 
Therefore, each written disclosure and confirmation required 
by the proposed rule must include a prominent legend clearly 
stating that the client's written consent authorizing agency 
cross transactions for the advisory account may be revoked 
at any time by written notice to the investment adviser. 


The written confirmation required by the proposed rule must 
be sent at or before the completion of each agency cross 
transaction. It must include a statement of the nature of such 
transaction, the date and time when the transaction took 


place, and the source and the amount of any commission or 
other remuneration received or to be received by the invest- 
ment adviser and any other person relying on this rule in 
connection with the transaction. 


The rule also would require the investment adviser to send to 
each advisory client, within thirty days prior to the expiration 
of the written consent and with any written statement or 
summary of the account from the investment adviser, a 
written disclosure statement identifying each agency cross 
transaction, including the dates thereof and the sources and 
amounts of any commission or other remuneration received 
or to be received by the investment adviser and any other 
person relying on this rule in connection with each such 
transaction. 


Proposed Rule 206(3)-2 should not be construed as relieving 
the investment adviser or another person relying on the rule 
from acting in the best interests of the advisory client, 
including fulfilling the duty to obtain the best price and 
execution for the particular transaction for the advisory ac- 
count. Nor should it be viewed as relieving any person or 
persons from any disclosure obligation which may be im- 
posed by Sections 206(1) or 206(2) of the Advisers Act [15 
U.S.C. 80b-6(1), 80b-6(2)] or by other applicable provisions 
of the federal securities laws. 


Moreover, the proposed rule would not be applicable to 
transactions in which an investment adviser acts as a princi- 
pal in effecting a transaction for his own account. An invest- 
ment adviser who has a relationship of trust and confidence 
with his client and as principal sells to that client securities 
which it recommended the client purchase is required to 
disclose to such client the nature and extent of his adverse 
interest in the transaction; and such disclosure should gener- 
ally include (1) the best price at which the securities could be 
purchased in the open market, if such price is more advanta- 
geous to the client, and (2) the cost to the broker-dealer of 
the securities to be sold.5 Furthermore, compliance with 
Section 206(3) of the Advisers Act requires that disclosure of 
a principal transaction must be in writing and that the client's 
consent be specifically obtained before completion of each 
such transaction.® 


The proposed rule also would not be applicable to agency 
cross transactions in which both a buyer and a seller are 
advised in relation to such transaction by the same invest- 
ment adviser, or by any person controlling, controlled by or 
under common control with such investment adviser. Here, 
as in a principal transaction, the checks of arm’s-length 
bargaining are not necessarily present.’ However, if all such 
accounts are on the same side of the transaction—that is, 
they are either a// buyers or al! sellers in such transaction— 
the proposed rule would be applicable. 


The text of Rule 206(3)-2, which the Commission proposes to 
adopt pursuant to Sections 206A and 211(a) of the Advisers 
Act, [15 U.S.C. 80b-6a, 80b-11(a)]® is as foliows: 


§ 275.206(3)-2 Agency cross transactions for advisory ac- 
counts. 


(a) An investment adviser registered under Section 203 of the 
Act [15 U.S.C. 80b-3] and also registered as a broker-dealer 
under Section 15 of the Securities Exchange Act of 1934 [15 
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U.S.C. 780] shall be deemed in compliance with the provi- 
sions of Section 206(3) of the Act [15 U.S.C. 80b-6(3)] in 
effecting an agency cross transaction for an advisory ac- 
count; if: 


(1) the advisory client has executed a written consent 
prospectively authorizing for a period not to exceed one 
year the investment adviser, or any other person 
relying on this rule, to effect agency cross transactions 
for such advisory account, provided that such written 
consent is obtained after full written disclosure of the 
nature of agency cross transactions, including the 
effect of the investment adviser or such other person 
acting as broker for both parties to such transactions; 


(2) the investment adviser sends to each such client a 
written confirmation at or before the completion of each 
such transaction, which confirmation includes a state- 
ment of the nature of such transaction, the date and 
time when such transaction took place, and the source 
and amount of any commission or other remuneration 
received or to be received by the investment adviser 
and any other person relying on this rule in connection 
with such transaction; 


(3) the investment adviser sends to each such client, 
within thirty days prior to the expiration of the written 
consent referred to in subparagraph (1) and with any 
written statement or summary of such account from the 
investment adviser, a written disclosure statement iden- 
tifying each such transaction, including the dates 
thereof and the sources and amounts of any commis- 
sion or other remuneration received or to be received 
by the investment adviser and any other person relying 
on this rule in connection with each such transaction; 


(4) each written disclosure and confirmation requised 
by this rule includes a prominent legend clearly stating 
that the written consent referred to in subparagraph (1) 
may be revoked at any time by written notice to the 
investment adviser from the advisory client; and 


(5) no such transaction is effected in which both any 
seller and any purchaser are advised in relation to such 
transaction by the same investment adviser or any 
person controlling, controlled by or under common 
control with such investment adviser. 


(b) For purposes of this rule the term “agency cross transac- 
tion for an advisory account’ shall mean a transaction in 
which a person acts as an investment adviser in relation to a 
transaction in which such investment adviser, or any person 
controlling, controlled by or under common contro! with such 
investment adviser, acis as a broker for both such advisory 
account and for another person on the other side of the 
transaction. 


NOTE: This rule shall not be construed as relieving in any 
way the investment adviser or another person relying on this 
rule from acting in the best interests of the advisory client, 
including fulfilling the duty to obtain the best price and 
execution for the particular transaction for the advisory ac- 
count; nor shall it relieve such person or persons from any 
disclosure obligation which may be imposed by subpara- 
graphs (1) or (2) of Section 206 of the Act or by other 
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applicable provisions of the federal securities laws. 


All interested persons are invited to submit their views and 
comments on the above proposal in triplicate to George A. 
Fitzsimmons, Secretary, Securities and Exchange Commis- 
sion, Washington, D. C. 20549 on or before January 14, 
1977. All such communications should refer to File No. S7- 
662 and will be available for public inspection. 


By the Commission. 


George A. Fitzsimmons 
Secretary 


December 2, 1976 





1 Section 208(d) of the Advisers Act [15 U.S.C. 80b-8(d)] 
makes it unlawful for any person indirectly, or through or by 
another person, to do any act or thing which would be 
unlawful for such person to be directly under the provisions of 
the Advisers Act or any rule or regulations thereunder. 
Therefore, persons other than investment advisers may elect 
to rely on Rule 206(3)-2 where they might otherwise be 
deemed to be subject to the provisions of Section 206(3) by 
reason of Section 208(d) when effecting agency cross trans- 
actions for advisory accounts. 


2 See, Advisers Act Release No. 470 (August 20, 1975), 40 
FR 38158-9 (August 27, 1975). 


3 See, Advisers Act Release No. 470 (August 20, 1975), 40 
FR 38158 (August 27, 1975) and Release No. 40. ® & 
4 The adequacy of such disclosure depends on the materiality 

of the facts in each situation and upon the investment 

adviser’s relationship with his clients. See, Advisers Act 

Release No. 470 (August 20, 1975), 40 FR 38158-9 (August 

27, 1975). However, the staff believes that such disclosure 

must, aS a minimum. describe the procedure for effecting 

such transactions, inform the advisory client of his ability to 

seek execution of recommended transactions through other 
broker-dealers, and identify any potential sources of remuner- 

ation to the investment adviser or any person relying on this 

rule in effecting such transactions. * 


5 See, Arleen W. Hughes, 27 SEC 629 (1948), affd sub. 

nom. Hughes v. SEC, 174 F.2d 969 (D. C. Cir. 1949). The 
extent of disclosure required depends on the materiality of the > 
facts in each situation and upon the investment adviser's 
relationship with his clients. Advisers Act Release No. 470 
(August 20, 1975). 


6 Advisers Act Release No. 40. ! 


7Cf., Norris & Hirshberg, Inc., 21 SEC 865, 886-7 (1946), 
affd sub. nom. Norris & Hirshberg, Inc. v. SEC. 177 F.2d 
228 (D. C. Cir. 1949). 


8 Pursuant to Section 206A of the Advisers Act, the Commis- 
sion, by rules and regulations, upon its own motion, or by 
order upon application, may conditionally or unconditionally 
exempt any person or transaction, or any class or classes of 
persons, or transactions, from any provision or provisions of 








the Advisers Act or of any rule or regulation thereunder, if and 
to the extent that such exemption is necessary or appropriate 
in the public interest and consistent with the protection of 
investors and the purposes fairly intended by the policy and 
provisions of the Advisers Act. Section 211(a) of the Advisers 
Act provides that the Commission shall have authority from 
time to time to make, issue, amend, and rescind such rules 
and regulations and such orders as are necessary or appro- 
priate to the exercise of the functions and powers conferred 
upon the Commission elsewhere in the Advisers Act; and that 
for the purposes of its rules or regulations the Commission 
may classify persons and matters within its jurisdiction and 
prescribe different requirements for different classes of per- 
sons or matters. 





SECURITIES EXCHANGE ACT OF 1934 ~ 
Release No. 13030/Dec. 2, 1976 


Amendment of Proxy Rules Regarding Confidential Treat- 
ment for Preliminary Proxy and Information Statements 


The Securities and Exchange Commission today amended 
Rules 14a-6 [17 CFR 240.14a-6] and 14c-5 [17 CFR 
240.14c-5] under the Securities Exchange Act of 1934 [15 
U.S.C. 78a et seq., as amended by Pub. L. No. 94-29 (June 
4, 1975)} modifying the non-public status of preliminary proxy 
soliciting material filed with the Commission. The amend- 
ments are identical to those proposed for comment in Securi- 
ties Exchange Act Release No. 11709 issued October 3, 
1975 [40 FR 48142]. 


The Commission believes that pursuant to amendments to 
the Freedom of Information Act, (“FOIA”) 5 U.S.C. 552, 
information contained in the preliminary proxy soliciting mate- 
rial should be made available to the person requesting it 
unless the information may be considered to be non-public 
under the criteria set forth in the FOIA and amendments to 
the Commission's rules on records and information in 17 CFR 
200.80. 


From the standpoint of compliance with the proxy rules, 
problems may arise from the public dissemination of informa- 
tion contained in proxy soliciting material before the release 
of definitive material. Such information may contain false or 
misleading statements and the staff's review process may be 
frustrated if material were to be distributed to security holders 
or become available to them becuase of disclosure under the 
FOIA or otherwise prior to staff review and comment. In 
addition, information contained in preliminary proxy soliciting 
material may be commerciai and financia! information of a 
non-public nature. 


Under the proxy rules, when definitive material is filed, 
preliminary proxy material will be placed in the Commission's 
public files. If a request for preliminary material is filed under 
the FOIA after the date indicated by the person filing the 
material as the intended date of release to security holders 
but before definitive material has been filed with the Commis- 


sion, the staff will contact the person who filed the preliminary 
material to determine if and when definitive material will be 
filed. Where no filing of definitive material is anticipated, any 
FOIA request will be processed as if the material had lost its 
status as proxy material. 


Application for confidential treatment of information in prelimi- 
nary proxy materiai and information statements may be made 
under Rule 24b-2 [17 CFR 240.24b-2]. No application is 
required for confidential treatment of preliminary proxy mate- 
rial before definitive material is filed, but if confidential treat- 
ment for such information is desired after the definitive 
material has been filed, an application pursuant to Rule 24b-2 
must be made at the time the preliminary material is filed so 
that the separate filings required by that rule may be made. 
The staff will not consider applications for confidential treat- 


ment of information in proxy material that do not comply with 
Rule 24b-2. 


An amendment to Rule 14c-5(c) which conforms its provision 
for confidentiality to that of Rule 14a-6(e) is also adopted. 


1. Rule 14a-6 is amended to read as follows: 


§ 240.14a-6 Material required to be filed. 
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(e) All copies of material filed pursuant to paragraph (a) or 
(b) shall be clearly marked “Preliminary Copies” shall be for 
the information of the Commission only and shall not be 
deemed available for public inspection before definitive mate- 
rial has been filed with the Commission except that such 
material may be disclosed to any department or agency of 
the United States Government and to the Congress and the 
Commission may make such inquiries or investigation in 
regard to the material as may be necessary for an adequate 
review thereof by the Commission. All preliminary material 
filed pursuant to paragraph (a) or (b) shall be accompanied 
by a statement of the date on which definitive copies thereof 
filed pursuant to paragraph (c) are intended to be released to 
security holders. All definitive material filed pursuant to para- 
graph (c) shall be accompanied by a statement of the date on 
which copies of such material have been released to security 
holders, or, if not released, the date on which copies thereof 
are intended to be released. All material filed pursuant to 
paragraph (d) shall be accompanied by a statement of the 
date on which copies thereof are intended to be released to 
the individuals who will make the actual solicitation. 


oS OY Be 


2. Rule 14c-5 is amended to read as follows: 


§ 240.14c-5 Filing of information statement. 


a Et 


(c) All copies of material filed pursuant to paragraph (a) shall 
be clearly marked ‘Preliminary Copies” shall be for the 
information of the Commission only and shall not be deemed 
available for public inspection before definitive material has 
been filed with the Commission, except that such material 
may be disclosed to any department or agency of the United 
States Government and to the Congress and the Commis- 
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sion may make such inquiries or investigation in regard to the 
material as may be necessary for an adequate review thereof 
by the Commission. All preliminary material filed pursuant to 
paragraph (a) shall be accompanied by a statement of the 
date on which copies thereof filed pursuant to paragraph (b) 
are intended to be released to security holders. All definitive 
material filed pursuant to paragraph (b) shall be accompanied 
by a statement of the date on which copies of such material 
have been released to security holders or, if not released, the 
date on which copies thereof are intended to be released. 


ae es wis 


{Secs. 14(a), 14(c), 23(a), 48 Stat. 895, 901; sec. 203(a), 49 
Stat. 704; sec. 8, 49 Stat. 1379; sec. 5, 78 Stat. 569, 570; 
sec. 18, 89 Stat. 155; 15 U.S.C. 78n(a), 78n(c), 78w(a)] 


3. Paragraph (b)(4)(ii) of the Commission's Rules under the 
Freedom of Information Act {17 CFR 200.80], is amended to 
read as follows: 


§ 200.80 Commission records and information. 


ae ee el ae 


a 
(4) ** 


(ii) Information contained in any document submitted to or 
required to be filed with the Commission where the Commis- 
sion has undertaken formally or informally to receive such 
submission or filing for its use or the use of specified persons 
only, such as preliminary proxy maierial filed pursuant to Rule 
14a-6 under the Securities Exchange Act (17 CFR 240.14a- 
6) or preliminary information statements filed pursuant to Rule 
14c-5 (17 CFR 240.14c-5) before definitive material has been 
filed with the Commission, reports filed pursuant to Rule 
316(a) under the Securities Act (17 CFR 230.316(a)), agree- 
ments filed pursuant to Rule 15c-4-1(c)(7)(G) under the 
Securities Exchange Act (17 CFR 240.15c-1(c)(7)(vii), sched- 
ules filed pursuant to Part Il of Form X-17A-5 (17 CFR 
249.617) in accordance with Rule 17a-5(b)(3) under the 
Securities Exchange Act (17 CFR 240.17a-5(b)(3)), state- 
ments filed pursuant to Rule 17a-5(k)(1) under the Securities 
Exchange Act (17 CFR 240.17a-5(k)(1)), and confidential 
reports filed pursuant to Rules 17a-9, 17a-10, 17a-12 and 
17a-16 under the Securities Exchange Act (17 CFR 240.17a- 
9, 240.17a-10, 240.17a-12, and 240.17a-16); and 


i 2 ee oe 


{5 U.S.C. 552; 15 U.S.C. 77s, 78w, 79t, 77sss, 80a-37, 806- 
11] 


The amendmenis are adopted pursuant to sections 14(a), 
14(c) and 23(a) of the Securities Exchange Act of 1934, as 
amended, and Section 552 of Title 5, United Siates Code and 
are effective upon publication in the federal register. By the 
Commission. 


George A. Fitzsimmons 
Secretary 


December 2, 1976 
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SECURITIES EXCHANGE ACT OF 1934 
Release No. 13031/December 2, 1976 


GENERAL RULES AND REGULATIONS SECURITIES EX- 
CHANGE ACT OF 1934 


Fidelity Bonding Requirements for Nonmember Broker-Deal- 
ers 


In Securities Exchange Act Release No. 12693 (August 6, 
1976)' the Securities and Exchange Commission announced 
a proposal to amend in certain respects Section 240.15b10- 
11 under the Securities Exchange Act of 1934 (the “Rule” or 
the “SECO Bonding Rule”). The Commission has considered 
the comments and suggestions received concerning that 
release and announced today it has adopted the amend- 
ments with certain revisions, as indicated below, effective 
January 9, 1977. The Rule sets forth minimum fidelity bond- 
ing requirements for registered broker-dealers which are not 
members of a registered securities association? (“SECO 
broker-dealers’). 


The Amendments 
1. Exemption for Exchange-Only Members 


Prior to these amendments, the SECO Bonding Rule had 
exempied, among others, those broker-dealers which were 
“members in good standing and subject to” (emphasis 
added) the fidelity bonding requirements the seven national 
securities exchanges listed in paragraph (a) thereof (the 
“paragraph (a) exchanges”).2 Thus, a SECO broker-dealer 
who was a “member in good standing” of any one of these 
exchanges and who was “subject to” the bonding require- 
ments of that exchange (/.e., not exempt from those require- 
ments) would qualify for an exemption from the SECO 
Bonding Rule. The theory underlying the exemption was that 
these SECO broker-dealers are already subject to exchange 
fidelity bonding requirements which are at least comparable 
to the requirements of the SECO Bonding Rule. However, 
members of the paragraph (a) exchanges which effect trans- 
actions primarily on registered securities exchanges, such as 
specialists, floor traders, floor brokers (““exchange-only mem- 
bers”), are now required to register with the Commission for 
the first time; and therefore, since they are generally exempt 
from the fidelity bonding rules of those exchanges,’ they 
were, arguably, subject to the SECO Bonding Rule—a result 
not strictly intended when the Commission adopted the 
SECO Bonding Rule in its present form (prior to the 1975 
Amendments). 


In addition, the major purpose underlying the adoption of the 
SECO Bonding Rule, as well as the NASD’s Bonding Rule,> 
was to limit potential exposure of SIPC funds§® to firm losses 
resulting from employee theft and dishonesty, particularly 
losses of “catastrophic” proportions. Similarly, while the 
bonding rules of the paragraph (a) exchanges were, for the 
most part, adopted prior to the enactment of the Securities 
Investor Protection Act of 1970, it may be said that these 
rules were adopted with the same concerns in mind, /.e., to 
prevent impairment of firm capital through substantial losses 

















of this kind and to protect firm creditors, including customers, 
against such losses. Thus, since the kind of exposure in- 
tended to be covered by fidelity bonds for brokers and 
dealers generally arises only where a firm has contact with 
members of the public (i.e., handles customer funds and/or 
securities), a broker-dealer which deals only with other 
professionals on the floor of the exchange of which it is a 
member and does not otherwise engage in a public business 
is exempt from the existing exchange fidelity bonding require- 
ments.’ Accordingly, the Commission has specifically ex- 
empted these exchange members from the SECO Bonding 
Rule. To accomplish this, the phrase “members in good 
standing of ...” has been substituted for the phrase ‘“mem- 
bers in good standing and subject to . . .” in paragraph (a) of 
the SECO Bonding Rule.® 


The Commission notes that, unlike the recent revisions to the 
other SECO requirements, its amendment to the SECO 
Bonding Rule will exempt from its provisions exchange-only 
members which also engage in transactions on exchanges of 
which they are not members as well as over the counter.® 
Those members will thus be subject only to. the applicable 
exchange bonding requirements. Since the imposition of the 
SECO Bonding Rule on exchange-only members engaging in 
such activities could result in unnecessary duplication in the 
area of fidelity bonding, the Commission has determined to 
defer to exchange bonding requirements in this respect and 
the amendments to paragraph (a) will have this effect. While 
permitting these exchanges to apply their bonding require- 
ments in this way may have an indirect impact on some of 
their members’ activities in other markets, the Commission 
believes that any such impact would be insubstantial and 
would not have an anti-competitive effect. 


2. Requirement to Review Coverage Upon Issuance of a 
Replacement Bond. 


The Commission has assumed that when a SECO broker- 
dealer acquires a replacement bond the SECO Bonding Rule 
requires that the firm review and adjust, if necessary, its 
minimum bonding coverage once upon the new bond's 
issuance and thereafter annually, as of the anniversary date 
of the bond's issuance. The Commission is of the opinion that 
this is the proper interpretation of present paragraph (c)(5) of 
the Rule in this situation. However, the Commission has 
amended the SECO Bonding Rule to clarify its provisions in 
this respect. 


A registered broker-dealer subject to the SECO Bonding Rule 
may acquire a replacement bond, for the most part, in two 
situations: (1) where the insurance carrier cancels the pre- 
vious bond, or (2) where the firm decides to terminate its 
existing bond in order to obtain a replacement bond through 
another insurance carrier at less cost. In either case, the 
previous bond is normally cancelled or terminated as of the 
renewal date, which usually occurs at one-year intervals from 
the date of issuance of a bond. Thus, a date of issuance of a 
replacement bond is likely to coincide with the annual anni- 
versary date of the previous bond's issuance. However, in the 
event that the replacement bond issuance date occurs prior 
to the next annual review date, a question has arisen as to 
the applicability of the term “anniversary date of the issuance 
of the bond” in present paragraph (c)(5) to the replacement 
bond situation; that is, will the next review date be determined 
by reference to the date of the original (or previous) bond's 


issuance or to the date of the replacement bond's issuance? 
It is possible that a SECO broker-dealer may acquire a 
replacement bond that is equivalent to its minimum required 
coverage as determined as of the former date and feel 
justified in deferring its next review until the first annual 
anniversary date of the replacement bond's issuance. This 
could result in delaying its review of adequacy of coverage for 
longer than the one year period presently required by para- 
graph (c)(5) of the SECO Bonding Rule. This interpretation is 
inconsistent with the purpose of the Rule. 


Accordingly, the Commission has amended the Rule so as to 
provide expressly that SECO broker-dealers subject to its 
provisions which obtain a replacement bond for any reason 
must redetermine their bonding coverage once upon issu- 
ance of the replacement bond and thereafter at least once 
annually, as of the anniversary date of the replacement 
bond’s issuance.'° New paragraph (c)(7) sets forth this 
requirement." 


3. Election to Use the Alternative Net Capital Requirement 
as the Basis for Determining Minimum Bonding Coverage 


The Commission recently adopted amendments to Section 
240.15c3-1, the Uniform Net Capital Rule, including an 
alternative net capital requirement (“Alternative Require- 
ment”) for certain broker-dealers which is set forth in new 
paragraph (f) of Section 240.15c3-1.'2 This Alternative Re- 
quirement (if elected) eliminates the traditional standard of 
limiting obligations of broker-dealers (i.e., the ratio of aggre- 
gate indebtedness to net capital) and substitutes the aggre- 
gate dollar amount of firm assets which have as their source 
transactions with customers (i.e., items includible in the 
Formula for determination of Reserve Requirements for Bro- 
xers and Dealers set forth in Section 240.15c3-3) as the 
basis for determining the maximum permissible level of the 
broker-dealer’s customer-related business. The general pur- 
pose of the Alternative Requirement is to ensure the contin- 
ued protection of customers as well as to enhance the ability 
of broker-dealers to meet the needs of corporate issuers to 
raise Capital in the evolving national market system. 


The present minimum bonding coverage prescribed by the 
SECO Bonding Rule is based on a broker-dealer’s minimum 
required net capital as computed pursuant to Section 
240.15c3-1.13 Thus, if a SECO broker-dealers minimum 
required net capital is adjusted, as through utilization of the 
Alternative Method, then his minimum required bonding cov- 
erage should be adjusted accordingly. The Commission's 
Uniform Net Capital Rule and the SECO Bonding Rule are 
financial responsibility rules whose primary concern is pro- 
tecting customer funds and securities in the custody of 
broker-dealers. In view of this similarity of purpose, therefore, 
the Commission believes that the policy underlying the imple- 
mentation of the Alternative Requirement warrants a corre- 
sponding flexibility in fidelity bonding requirements for those 
SECO broker-dealers operating under it. 


Accordingly, the Commission has amended the SECO Bond- 
ing Rule so as to expressly provide that a broker-dealer 
which is subject to the Rule and operates under the Alterna- 
tive Requirement must use this computation in determining its 
minimum bonding requirements pursuant to the Rule. The 
amendment has taken the form of new paragraph (c)(6) of 
the SECO Bonding Rule.'4 
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The Commission notes that under the new paragraph (c)(6) it 
has specified that borker-dealers availing themselves of the 
Alternative Requirement are still required to determine their 
minimum required bonding coverage in the manner provided 
in present paragraph (c)(5), /.e., by reference to the highest 
required net capital for the 12 months immediately preceding 
the initial issuance of a bond and thereafter annually, as of 
the anniversary date of the bond's issuance, again by refer- 
ence to highest required net capital for the immediately 
preceding 12-month period.'® 


Statutory Basis 


The Securities and Exchange Commission, acting pursuant 
to the provisions of the Securities Exchange Act of 1934, 15 
U.S.C. 78a, et seg. (as amended by the Securities Act 
Amendments of 1975, Pub. L. No. 94-29 (June 4, 1975), and 
particularly Sections 15(b), 15(c) and 23(a) thereof, hereby 
adopts certain amendments to 17 CFR Part 240, as stated 
below. 


Text of the Rule as Amended 
Section 240.15b1 0-11 is amended to read as follows: 
§ 240.15b10-11 Fidelity bonds. 


(a) Every nonmember broker or dealer which is a member of 
the Securities Investor Protection Corporation and has em- 
ployees shall carry a blanket fidelity bond covering officers 
and employees of such broker or dealer in the form, amount 
and type of coverage hereinafter prescribed. The provisions 
of this rule shall not apply to any member in good standing of 
the American Stock Exchange, Inc. the Boston Stock Ex- 
change, the Midwest Stock Exchange, Inc., the New York 
Stock Exchange, Inc., the Pacific Stock Exchange, Inc., the 
Philadelphia Stock Exchange, Inc., or the Chicago Board 
Options Exchange, inc.; Provided, however, that the exemp- 
tion as to the members of any exchange may be suspended 
or withdrawn by the Commission at any time, by sending ten 
(10) days written notice to such exchange, if it appears to the 
Commission to be necessary or appropriate in the public 
interest or for the protection of investors so to do. 


(b) Every nonmember broker or dealer subject to the rule 
must carry either the Stockbrokers Blanket Bond, Standard 
Form No. 14 of the Surety Association of America with such 
riders as may be required by this rule, as revised to the 
effective date of this rule, or an equivalent bond, covering the 
officers and employees of such broker or dealer, which 
provides against loss and has insuring agreements covering 
at least the following: 

(1) Fidelity; 

(2) On Premises: 

(3) In Transit; 

(4) Misplacement; 

(5) Forgery and Alteration (including check forgery); 


(6) Securities Loss (including securities forgery); and 
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(7) Fraudulent Trading (by employees). 


(c)(1) Minimum monetary coverage for each of the Fidelity, 
On Premises, In Transit, Misplacement, and Forgery and 
Alteration insuring agreements shall be the greater of 
$25,000 or such other amount as shall be determined by 
reference to minimum required net capital for such broker or 
dealer computed under Rule 15c3-1 under the Act as follows: 


(i) Each nonmember broker or dealer whose required 
net capital does not exceed $600,000 must maintain 
minimum coverage of not less than 120% of such 
requirement. 


(ii) Each nonmember broker or dealer whose required 
net capital exceeds $600,000 must maintain minimum 
coverage as indicated in the following table: 





Net Capital Requirement Minimum 
Under Rule 15c3-1 Coverage 
Over $ 600,000-up to 1,000,000 $ 750,000 
Over  1,000,000-up to 2,000,000 1,000,000 
Over 2,000,000-up to 3,000,000 1,500,000 
Over  3,000,000-up to 4,000,000 2,000,000 
Over 4,000,000-up to 6,000,000 3,000,000 
Over 6,000,000-up to 12,000,000 4,000,000 
Over 12,000,000 5,000,000 


(2) Minimum monetary coverage for the Fraudulent Trading 
insuring agreement shall not be less than $25,000 or 50% of 
the coverage required in paragraph (c)(1) hereof, whichever 
is greater. 


(3) Minimum monetary coverage for the Securities Forgery 
insuring agreement shall not be less than $25,000 or 25% of 
the coverage required in paragraph (c)(1), whichever is 
greater. 


(4) Every nonmember broker or dealer subject to this rule 
may have a deductible provision included in his bond of up to 
$5,000 or 10% of the minimum insurance requirement estab- 
lished hereby, whichever is greater, for any individual loss. 


(5) The minimum required coverages prescribed hereinabove 
shall be determined by such nonmember broker-dealer ini- 
tially on issuance of the bond by reference to its highest 
required net capital computed pursuant to Rule 15c3-1 under 
the Act for the 12-month period immediately preceding such 
issuance or, if the nonmember broker or dealer was subject 
to Rule 15c3-1 for less than 12 months, for such lesser period 
immediately preceding such issuance as such broker or 
dealer was subject to that rule. Thereafter, such coverage 
shall be redetermined annually, as of the anniversary date of 
the issuance of the bond, by reference to the highest required 
net capital for the immediately preceding 12-month period, 
which amount shall be used to determine required coverage 
for the succeeding 12-month period. Any necessary adjust- 
ments shall be made within 30 days after the anniversary of 
the bond. 


(6) A nonmember broker or dealer which becomes eligible to 
elect and does elect to compute its minimum required net 
capital under the alternative net capital requirement set forth 
in paragraph (f) of Rule 15c3-1, instead of under the require- 
ment set forth in paragraph (a) of such rule, shall determine 
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its minimum required coverage in the same manner as 
specified in subparagraph (c)(5) hereof. 


(7) A nonmember broker or dealer subject to this rule which 
acquires a replacement bond shall redetermine and adjust (if 
necessary) its minimum required bond coverage upon issu- 
ance of such bond by reference to the highest required net 
Capital for the 12-month period immediately preceding such 
issuance, which amount shall be used to determine the 
minimum required coverage for the succeeding 12-month 
period. Thereafter, such coverage shall be redetermined 
annually, as of the anniversary date of the issuance of the 
replacement bond. Any necessary adjustments shall be made 
within 30 days of such redetermination. 


(8) The bond shall provide that it shall not be cancelled, 
terminated, or substantially modified except after written 
notice given by the acting party to the affected party and to 
the Commission not less than sixty days prior to the effective 
date of such cancellation, termination or modification; provid- 
ing, however, that in the event the nonmember broker or 
dealer elects to cancel, terminate or modify the provisions of 
the bond upon notice of less than sixty days such nonmem- 
ber broker or dealer may do so on the condition that such 
nonmember broker or dealer shall notify the Commission not 
less than ten days prior to the effective date of such notice by 
providing the Commission with either a copy of the replace- 
ment insurance contract or a copy of the binder for such 
contract. Any bond issued pursuant to this rule shall include a 
cancellation rider providing that the insurance carrier will use 
its best efforts to comply with the applicable reporting require- 
ments of this rule. 


(d) Definitions—For the purpose of this rule: 


(1) The term “nonmember broker or dealer” shall mean 
any broker or dealer registered under Section 15 of the 
Act which is not a member of a registered securities 
association. 


(2) The term “substantial modification” or “substantially 
modified” shall mean any change in the type or amount 
of fidelity bonding coverage, or in the exclusions to 
which the bond is subject or any other change in the 
bond such that it no longer complies with the require- 
ments of this rule. 


By the Commission. 


George A. Fitzsimmons 
Secretary 


December 2, 1976 





141 FR 35073 (August 19, 1976) 


2The National Association of Securities Dealers, Inc. 
(“NASD”), is the only association so registered. 


3 The seven exchanges are: the New York Stock Exchange, 
Inc. (“NYSE”), the American Stock Exchange, Inc. (“ASE”), 


the Midwest Stock Exchange, Inc., the Boston Stock Ex- 
change, the Philadelphia Stock Exchange, Inc. (formerly the 
PBW Stock Exchange, Inc. (“PBW’”)), the Pacific Stock 
Exchange, Inc. (“PSE”), and the Chicago Board Options 
Exchange, Inc. (“CBOE”). The Commission has made a 
technical adjustment to paragraph (a) of the SECO Bonding 
Rule so as to reflect the new title of the successor organiza- 
tion to the PBW. See infra. 


4 One exception is the PSE. The PSE’s fidelity bonding 
requirements apply to every member and member organiza- 
tion. See Rule IX, Sections 7 and 8 of the PSE Rules (CCH 
PSE Manual, Paragraph 4775 and Paragraph 4780). 


5 The NASD's fidelity bonding requirements for its members 
are set forth in Article lil, Section 32 (and Appendix “C” 
thereto) of the NASD Rules of Fair Practice (CCH NASD 
Manual, Paragraph 2182). 


®The Securities Investor Protection Act of 1970, which is 
designed to provide certain financial protections for the 
accounts of customers of broker-dealers, created the Securi- 
ties Investor Protection Corporation (“SIPC”), a non-profit 
membership corporation, to administer the protective provi- 
sions of the Act. The Act authorizes SIPC to maintain a fund 
to protect customers against losses of their funds and securi- 
ties (up to certain statutory amounts) in the event of financial 
failure of a SIPC member firm. 


7 It should be noted that many of these exchange-only 
members will be exempt from the bonding requirements of 
the paragraph (a) exchanges on another basis as well. For 
example, since many of them are sole proprietorships or one- 
man entities they would not be able to acquire a fidelity bond 
in any event because of insurance industry practice; and 
therefore the paragraph (a) exchanges have exempted mem- 
bers in this category by administrative interpretation. For the 
same reason, both the SECO Bonding Rule and the NASD 
Bonding Rule exempt one-man business entities having no 
employees. (See paragraph (a) of the SECO Bonding Rule 
and paragraph (a) of the NASD’s Bonding Rule). 


8 See infra. 


3’ The Commission has amended certain other SECO require- 
ments, specifically Sections 240.15b8-1, 240.15b9-2 and 
240.15b10-7, by substituting the phrase “otherwise than on a 
national securities exchange of which he is a member” for the 
phrase “otherwise than on a national securities exchange.” 
The effect of this amendment, which has been made to 
conform the scope of the SECO requirements to the Com- 
mission's broadened authority under new Sections 15(b) (8), 
15(b)(9), and 15(b)(10) of the Act, is to subject broker-dealers 
who effect transactions on exchanges other than those of 
which they are members to the SECO requirements, with 
certain exceptions. 


'0 As originally proposed, the amendment would have pro- 
vided that an affected SECO broker-dealer must review and 
adjust (if necessary) his bonding coverage by reference to 
highest required net capital “for those months since such 
broker or dealer last determined its required coverage in 
accordance with subparagraphs (c)(5) and (c)(6) of this rule.” 
In a letter of comment on the proposal, however, the NASD 
stated that the review should be made by reference to 
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highest required net capital for the immediately preceding 
twelve months consistent with the present review provisions 
of the Rule rather than for any shorter period of time which 
would have been possible under the Commission's proposed 
formulation. The NASD observed that, under the original 
proposal, in those situations where replacement bonds are 
not issued on the anniversary date of the previous bonds, the 
highest required coverage would be determined by reference 
to highest required net capital for a period of time less than 
twelve months; and, if brief periods of time were used which 
coincided with “unusually low minimum capital requirements” 
the amount of minimum required coverage determined 
thereby might be inadequate for the ensuing twelve months. 
The Commission agrees with the position of the NASD in this 
respect and, accordingly, has amended new subparagraph 
(c)(7) by substituting the phrase “for the 12-month period 
immediately preceding such issuance” for the phrase “for 
those months since such broker or dealer last determined its 
required coverage in accordance with subparagraphs (c)(5) 
and (c)(6) of this rule.” 


11 See infra. In addition, the Commission understands that 
within the insurance industry the term “anniversary date” 
relates only to the date of issuance of a bond or any other 
insurance contract. Thus, in order to be consistent with the 
insurance practice in this regard, the annual review dates 
should be tolled from either the date of issuance of the 
Original (or previous) bond or from the date of issuance of a 
replacement bond. New paragraph (c)(7) makes this clear. 


Furthermore, the Commission does not believe that this 
requirement will impose an undue or unnecessary burden on 
affected SECO broker-dealers. As noted above, a broker- 
dealer is likely to have its coverage cancelled, or to terminate 
its coverage and acquire a replacement bond, as of the 
previous bond’s renewal date which should normally coincide 
with the annual anniversary review date specified in para- 
graph (c)(5) of the SECO Bonding Rule. Moreover, even if 
the cancellation or termination occurs prior to the next review 
date an affected broker or dealer will have the burden of 
reviewing its coverage “prematurely” on that one occasion 
but thereafter it will be required to conduct its review only 
once annually, consistent with the review periods presently 
specified in the Rule for all SECO broker-dealers subject to 
the bonding requirement. 


12 See Securities Exchange Act Release No. 11497, dated 
June 26, 1975 (40 FR 29795 (July 16, 1975)). These 
amendments became effective September 1, 1975. The 
Alternative Requirement is applicable only to broker-dealers 
which have not elected to operate pursuant to an exemption 
from Section 240.15c3-3 through application of either para- 
graph (k)(1) or (k)(2)(i). Broker-dealers which meet the criteria 
specified in paragraph (k)(2)(ii) of Section 240.15c3-3 and 
introduce all customer transactions on a fully disclosed basis 
are also eligible to operate under the Alternative Require- 
ment, if they maintain minimum net capital of at least 
$100,000. 


13 See paragraph (c) of the SECO Bonding Rule. 
14 See infra 


15 As originally proposed, new subparagraph (c)(6) would 
have required an affected broker or dealer to determine and 
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adjust its bonding requirements once it has operated under 
the Alternative Requirement for at least three months, based 
only on the net capital calculations made during those 
months. This would have been required even though such 
adjustment may have taken place in advance of the next 
annual anniversary review date of its bond. (However, this 
provision would not have applied to a new registrant who 
utilized the Alternative Requirement). Thereafter, on its next 
annual anniversary date, the broker or dealer would have 
been required to review and further adjust, if necessary, its 
holding coverage again based only on the net capital compu- 
tations made during those months when it was operating 
under the Alternative Requirement. In a letter of comment on 
this proposal, however, the NASD stated, among other 
things, that it could find no regulatory purpose to be served 
by treating brokers or dealers utilizing the Alternative Re- 
quirement differently from those operating under the usual net 
capital requirement, particularly as to the review provisions 
that would be applicable to each. In this regard, the NASD 
suggested that whether a broker or dealer operates under the 
usual Net Capital Rule or the Alternative Requirement its 
amount of required net capital may vary considerably (even 
from month to month) and therefore the annual review 
provisions presently specified in both the NASD and SECO 
Bonding Rules should apply in either case to ensure that a 
broker or dealer's minimum required bonding coverage is 
adequate at all times. 


The Commission agrees with the NASD’s position in this 
regard and, accordingly, has revised proposed subparagraph 
(c)(6) to provide that SECO broker-dealers subject to the 
Rule that operate under the Alternative Requirement shall 
determine their minimum required bonding coverage in the 
same manner as specified in present subparagraph (c)(5) of 
the Rule. The Commission has also made technical revisions 
to subparagraphs (c)(1) and (c)(5) of the Rule to further 
clarify the Rule's applicability in this respect. See infra. 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 13032/December 2, 1976 


An order has been issued granting the application of the 
American Stock Exchange, Inc. to strike the common stock of 
Data Documents, Inc. from listing and registration thereon. 
Through a tender offer which expired on October 22, 1976, 
Dictophone Corporation had acquired almost all of the com- 
pany’s outstanding stock, and as of November 1, 1976, less 
than 10,000 shares remained in public hands. 
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In the Matter of 
S W INDUSTRIES, INC. 


NOTICE OF APPLICATION PURSUANT TO SECTION 12(h) 
OF THE SECURITIES AND EXCHANGE ACT OF 1934 AND 
OPPORTUNITY FOR HEARING 


The Securities and Exchange Commission has issued a 
notice giving interested persons until December 27, 1976 to 
request a hearing on an application by the successor in 
interest of S W Industries, Inc. pursuant to Section 12(h) of 
the Securities Exchange Act of 1934 (the “Act”) for an order 
exempting S W indusiries, Inc. (“S W”) from the reporting 
requirements under Sections 13 and 15(d) of the Act subse- 
quent to July 9, 1976. S W merged into a indirect wholly 
owned subsidiary of BTR Limited of England effective July 9, 
1976. As a result, the shareholders of S W received cash for 
their shares and no longer have an interest in S W or its 
successor. 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 13034/December 2, 1976 


SEE 


SECURITIES ACT OF 1933 
Release No. 5776/December 2, 1976 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 13035/December 2, 1976 


SEE 


SECURITIES ACT OF 1933 
Release No. 5777/December 2, 1976 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 13036/December 2, 1976 


STREET NAME STUDY 
Transmittal of Report to Congress 
The Securities and Exchange Commission today announced 


that on December 3, 1976, pursuant to Section 12(m) of the 
Securities Exchange Act of 1934 (the “Act”), the Commission 


transmitted to Congress the Final Report of the “Street Name 
Study.” 


Added to the Act by the Securities Acts Amendments of 
1975, Section 12(m) authorized and directed the Commission 
to undertake a study and investigation of the practice of 
recording the ownership of securities in the records of the 
issuer in other than the name of the beneficial owner of such 
securities and to determine (1) whether such practice is 
consistent with the purposes of the Act, with particular 
reference to Sections 12(g), 13, 14, 15(d), 16, and 17A, and 
(2) whether steps can be taken to facilitate communications 
between issuers and the beneficial owners of their securities 
while at the same time retaining the benefits of such practice. 


In the Final Report, the Commission discusses the benefits of 
the practice and concludes that the use of nominee and 
street name registration is essential to the establishment of a 
national system for clearance and settlement and to the 
facilitation of securities transactions generally. Thereafter, the 
Commission considers the impact of the practice on issuer- 
shareowner communications and concludes that the existing 
system for transmitting communications from issuers to their 
beneficial owners is, on the whole, effective. The Commis- 
sion, however, recommends several steps to improve the 
performance of the system. 


Next, the Commission considers the effect of the practice on 
the disclosure and dissemination of information regarding the 
beneficial owners of securities and concludes that current 
approaches to disclosure may not satisfy fully the objective of 
making publicly available information identifying shareowners 
who potentially may influence corporate management or 
affect the market in an issuer's securities. The Commission 
recommends implementation of a more comprehensive sys- 
tem for gathering and disseminating this information. 


Finally, the Commission examines the effect of the practice of 
jurisdictional provisions of the Act which are based, in part, on 
shareholder-of-record standards, and concludes that the in- 
creased use of nominee and street name registration has not 
had the effect of excluding or removing issuers from the 
operation of the Act. The Commission makes recommenda- 
tions in this area intended to anticipate increased registration 
of securities in the nominees of securities depositories. 


Copies of the Final Report will be available to the public early 
next year from the Superintendent of Documents, U.S. Gov- 
ernment Printing Office, Washington, D. C. 20402._ 

By the Commission 


George A. Fitzsimmons 
Secretary 








PUBLIC UTILITY HOLDING COMPANY ACT OF 
1935 
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PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 19776/November 29, 1976 


In the Matter of 


MIDDLE SOUTH UTILITIES, INC. 
Two Eighty Park Avenue 
New York, New York 10017 


ARKANSAS-MISSOURI POWER COMPANY 
405 West Park Street 
Blythesville, Arkansas 72315 


(70-5936) 


NOTICE OF PROPOSED ISSUE AND SALE OF NOTES BY 
SUBSIDIARY COMPANY AND ACQUISITION THEREOF 
BY HOLDING COMPANY 


NOTICE IS HEREBY GIVEN that Arkansas-Missouri Power 
Comapny (‘Ark-Mo"), a subsidiary company of Middle South 
Utilities, Inc. (“Middle South”), a registered holding company, 
and Middle South have filed an application-declaration with 
this Commission pursuant to the Public Utility Holding Com- 
apny Act of 1935 (“Act’), designating Sections 6(b), 9(a), 
10(a), 12(b), and 12(f) of the Act and Rule 42 promulgated 
thereunder as applicable to the following proposed transac- 
tions. All interested persons are referred to the application- 
declaration, which is summarized below, for a complete 
statement of the proposed transactions. 


Ark-Mo proposes to issue and sell to Middle South from time 
to time through December 31, 1977, up to $2,100,000 of its 
unsecured short-term promissory notes of a maturity of not 
more than twelve months. The net proceeds to be received 
by Ark-Mo from the issuance of sale of the notes will be 
applied to the payment at maturity of its presently outstanding 
notes. The notes will be payable not more than twelve 
months from the date of issuance and will bear interest at a 
rate per annum equivalent to 1/4 of 1% above the commercial 
loan rate in effect at the Manufacturers Hanover Trust 
Company from time to time. The notes will, at the option of 
Ark-Mo, be prepayable in whole or in part at any time without 
premium or penalty. 


It is stated that the Arkansas Public Service Commission has 
junsdiction over the issuance and sale of the notes by Ark- 
Mo, and that no other State commission and no Federal 
commission, other than this Commission, has jurisdiction over 
the proposed transactions. The fees, commissions or ex- 
penses to be !ncurred in connection with the proposed 
transactions will not exceed $4,000. 


NOTICE IS FURTHER GIVEN that any interested person 
may, not later than December 23, 1976, request in writing 
that a hearing be heid on such matter, stating the nature of 
his interest, the reasons for such request, and the issues of 
fact or law raised by said application-declaration which he 
desires io controvert; or he may request that he be notified if 
the Commission should order a hearing thereon. Any such 
request should be addressed: Secretary, Securities and 
Exchange Commission, Washinaton, D. C. 20549. A copy of 
such request should be served personally or by mail upon the 
applicants-declarants at the above-stated addresses, and 
prooi of service (by affidavit or, in case of an attorney at law, 
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by certificate) should be filed with the request. At any time 
after said date, the application-declaration, as filed or as it 
may be amended, may be granted and permitted to become 
effective as provided in Rule 23 of the General Rules and 
Regulations promulgated under the Act, or the Commission 
may grant exemption from such rules as provided in Rules 
20(a) and 100 thereof or take such other action as it may 
deem appropriate. Persons who request a hearing or advice 
as to whether a hearing is ordered will receive any notices 
and orders issued in this matter, including the date of the 
hearing (if ordered) and any postponements thereof. 


For the Commission, by the Division of Corporate Regulation, 
pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Reiease No. 19777/November 30, 1976 


In the Matter of 


PUBLIC SERVICE COMPANY OF OKLAHOMA 
Tulsa, Oklahoma 74012 


(70-5868) 


ORDER AUTHORIZING (1) ORGANIZATION OF COAL 
MINING SUBSIDIARY BY SUBSIDIARY UTILITY COM- 
PANY (2) ACQUISITION OF STOCK OF COAL MINING 
SUBSIDIARY BY UTILITY AND SHORT-TERM LOANS TO 
SUCH SUBSIDIARY, AND (3) SALES OF COAL BY SUB- 
SIDIARY COAL COMPANY TO NON-AFFILIATES 


Public Service Company of Oklahoma (“PSO”), an electric 
utility subsidiary company of Central and South West Corpo- 
ration, a registered holding company, has filed an application- 
declaration, and amendments thereto, with this Commission 
pursuant to Sections 6, 7, 9(a}, 10 and 12 of the Public Utility 
Holding Company Act of 1935 (“Act”) and Rules 43 and 45 
promulgated thereunder regarding the following proposed 
transactions. 


PSO requests authority to organize and acquire all of the 
authorized common stock of a new coal mining subsidiary 
corporation, Ash Creek Mining Company (“Ash Creek’). Ash 
Creek is to be incorporated in Oklahoma with an authorized 
capital of 400,000 shares of common stock, par value $10 
per share. PSO also proposes to finance coal exploration and 
development expenditures of Ash Creek through the sale of 
stock to PSO and/or through the making of laons to Ash 
Creek, as further detailed below. PSO also requests authority 
to operate Ash Creek and to acquire and dispose of any 
other coal interests in connection with a coal exploration and 
development program, as further described herein. 


PSO owns and operates six steam electric generating sta- 
tions in Oklahorna. All of these plants are designed and 

















constructed to use natural gas as their primary source of fuel. 
PSO also has two peaking turbine units scheduled to be 
placed in service in 1976 which will brun oil in regular 
operation but which are capable of burning gas. Planned 
base-load units scheduled to be placed in service by PSO 
after 1976 are to be either coal or nuclear fueled. These 
future units are two coal-fired units of 450 Mw each sched- 
uled for service in 1979 and 1980 and two nuclear units of 
1,150 Mw each (700 Mw each of which is committed to PSO) 
for 1983 and 1985. 


PSO states ihat is has a contract with Kerr-McGee Corpora- 
tion for the supply of a portion of PSO’s future coal needs. 
The Kerr-McGee contract supplies are expected to cover 
most, but not all, of PSO’s coal requirements. PSO states 
that it desires to mine its own coal reserves because of 
uncertainties in price and availability of coal under contract. 
PSO states also that price quotes on other coal supply 
sources have exceeded its estimated cost of Ash Creek coal 
and coal delivered by Kerr-McGee. 


PSO also owns various coal and coal related interests which 
PSO expects to use to supply a portion of the balance of its 
coal requirements. As of March 31, 1976, these interests 
were located in a prospect on the Montana-Wyoming border 
and consisted of (i) coal interests underlying a 160 acre 
parcel in Sheridan County, Wyoming (the “Carter Farmout’), 
(ii) surface title to a 3,200 acre ranch in Sheridan County, 
Wyoming, (iii) surface title to a 3,207 acre ranch in Big Horn 
County, Montana (“Montana Ranch”) and (iv) an option to 
purchase all coal and other minerals contained in an 168 acre 
parcel of the Montana Ranch. Geological testing and analysis 
has been conducted on all four properties. It is stated that 
coal in all cases occurs in the same seams and has 
substantially equivalent characteristics. The heat content of 
the coal is approximately 9,100 Btu/lb and it has an average 
surphur content by weight of .50%. Estimated strippable coal 
reserves for the four properties total 138,000,000 tons. PSO 
states that the characteristics of this coal make it suitable for 
use in PSO’s first two projected coal-fired units in 1979 and 
1980. 


PSO states that it was required by the terms of the lease 
under which it holds its interests in the Carter Farmout to 
commence development of a mine by February 16, 1976 and 
to continue development thereafter. PSO has filed a mine 
plan and obtained all necessary permits and licenses. It is 
stated that there is no present litigation or proceeding pend- 
ing that would prevent PSO’s development and operation of a 
mine on the Carter Farmout. PSO has commenced opera- 
tions through a contractor to remove the overburden. Initial 
removal of overburden and construction of on-site facilities 
will require approximately 30 months. 


During the time of development of the Carter Farmout, PSO 
proposes to sell minor quantities of coal to nonaffiliates. 
These sales will be the minimum necessary amounts to 
reserve the Carter Farmout lease and permit the efficient 
utilization of basic equipment. If feasible, PSO states that it 
will exchange coal produced during this period for like 
quantities of coal to be delivered at a date after PSO’s first 
coal fired unit is operational or for power from another utility. 


PSO expects to be able to accept delivery of coal at the PSO 
Northeastern Station in 1978 where the first two coal fired 


PSO units are being constructed. PSO’s plans are to mine a 
maximum of 500,000 tons per year from the Carter Farmout, 
resulting in a life of the mine of about 30 years. PSO also 
states that its intent is to expand and consolidate its coal 
holdings so that mining operations can be conducted on a 
basis sufficient to supply a number of coal fired units pro- 
jected for the mid and late 1980's and thereafter. 


PSO proposes to transfer to Ash Creek ail of PSO’s existing 
coal interests and thereafter to pursue mine development, 
lease assembly, additional property purchases, exploratory 
geological and geophysical work through Ash Creek. Ash 
Creek may enter into joint ventures, disposal of interests, 
incidental sales to nonaffiliates, farm-outs, farm-ins or other 
customary transactions. PSO’s present budget for such activ- 
ities, including mine development is as follows: 





1976 1977 TOTAL 
Exploration $ 380,000 $ 450,000 $ 830,000 
Property 2,500,000 3,000,000 5,500,000 
Mining 5,000,000 5,000,000 10,000,000 
Total $7,880,000 $8,450,000 $16,330,000 


PSO proposes to transfer to Ash Creek all of PSO’s existing 
coal interests in exchange for common stock in Ash Creek in 
an aggergate par value equal to PSO's capital costs relating 
to the coal interests. These capital costs are currently esti- 
mated at approximately $4,000,000. If the capital cost basis 
exceeds $4,000,000 at the date of transfer, the balance of the 
consideration to be paid by Ash Creek wil! be paid through 
borrowings by Ash Creek, as detailed further below. 


Financing for the above-described program through 1977 will 
be accomplished (i) through the sale to PSO for cash at par 
of the balance, if any, of Ash Creek's authorized common 
stock not sold in exchange for the contribution to Ash Creek 
of PSO's coal interests and (ii) through short-term borrowings 
by Ash Creek from PSO. The borrowings will be either open 
account advances or evidenced by notes and will be in an 
aggregate principal amount at any one time outstanding not 
to exceed $12,500,000. The loans will mature not later than 
December 31, 1977, will be prepayable at any time without 
premium or penalty and wil! bear interest from the date of 
issuance until payment at a rate equal to the daily average 
rate of interest being paid currently from time to time by PSO 
for outstanding short-term borrowings of PSO at such time. IF 
PSO has no short-term borrowings outstanding at any rele- 
vant tiiem, the loans will bear interest at the prime rate in 
effect at The First National Bank and Trust Company of 
Tulsa. 


The price of coal sold by Ash Creek to PSO will be the 
subject of further filings with this Commission. 


Ash Creek will file quarterly reports with the Commission 
under Rule 24 on interests acquired and disposed of, 
amounts spent and activities undertaken in pursuit of its 
exploration and development program. 


No state commission and no federal commission, other than 
this Commission, has jurisdiction over the proposed transac- 
tions. 
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Due notice of the filing of said application-declaration has 
been given in the manner prescribed in Rule 23 promulgated 
under the Act (HCAR No. 19745), and no hearing has been 
requested of or ordered by the Commission. Upon the basis 
of the facts in the record, it is hereby found that the applicable 
standards of the Act and the rules thereunder are satisfied 
and that no adverse findings are necessary; and that it is 
appropriate in the public interest and in the interest of 
investors and consumers that said application-declaration, as 
amended, be granted and permitted to become effective, 
subject to the reservation of jurisdiction ordered below: 


IT iS ORDERED, pursuant to the applicable provisions of the 
Act and rules thereunder, that said application-declaration, as 
amended, be, and it hereby is, granted and permitted to 
become effective forthwith, subject to the terms and condi- 
tions prescribed in Rule 24 promulgated under the Act and 
subject further to the reservation of jurisdiction ordered below. 


{T {S FURTHER ORDERED that jurisdiction be, and it hereby 
is, reserved with respect to the price of coal sold by Ash 
Creek to PSO. 


For the Commission, by the Division of Corporate Regulation, 
pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 19778/December 1, 1976 


In the Matter of 


GENERAL PUBLIC UTILITIES CORPORATION 
New York, New York 10005 


(70-5920) 


ORDER APPROVING PROPOSED BANK BORROWING BY 
HOLDING COMPANY 


General Public Utilities Corporation (“GPU”), a registered 
holding company, has filed a declaration with this Commis- 
sion pursuant to Sections 6 and 7 of the Public Utility Holding 
Company Act of 1935 (‘Act’) and Rules 42(b)(2) and 
50(a)(2), promulgated thereunder as applicable to the follow- 
ing proposed transaction. 


GPU proposes to borrow, on or before January 31, 1977, an 
aggregate of $50,000,000 from a group of commercial banks 
listed in its declaration. The borrowings will be evidenced by 
GPU's unsecured serial notes, maturing in 14 semi-annual 
installments, the aggregate principal amount of each of the 
first 13 instaliments for all borrowings being $2,750,000 and 
the aggregate principal amount of the final installment of all 
borrowings being $14,250,000. Such borrowings shall bear 
interest at an annual rate equal to the following percentages 
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of the prime rate for commercial borrowings at each of the 
lending banks as the same shall be in effect from time to 
time: borrowings outstandings during the first two years- 
115%; during the next two years-117%; during the next two 
years-119%; in the final year-120%. Such borrowings shall be 
repayable, in part or in whole, by GPU, at its option, without 
premium. GPU will not be required to maintain any compen- 
sating balances in respect of such borrowing. 


GPU proposes to utilize the proceeds of the proposed 
borrowings, together with other funds, to redeem the entire 
$58,000,000 principal amount of its outstanding Debenture, 
101/4% Series, due November 1, 1980. The redemption price 
is 103.42% of the principal amount plus accrued interest. It is 
stated that the proposed bank borrowing will allow for the 
orderly and systematic reductions of GPU’s indebtedness 
presently evidenced by the Debentures. It is also stated that 
the average life of the proposed borrowings will be substan- 
tially equal to the remaining period to maturity of the Deben- 
tures, assuming that no borrowings are prepaid prior to 
maturity. 


The fees, commissions and expenses to be paid or incurred 
by GPU are estimated at $8,500 including $6,000 in legal 
fees. No state commission and no federal commission, other 
than this Commission, has jurisdiction over the proposed 
trnsactiontransaction. 


Due notice of the filing of said declaration has been given in 
the manner prescribed in Rule 23 promulgated under the Act 
(HCAR No. 19746), and no hearing has been requested of or 
ordered by the Commission. Upon the basis of the facts in 
the record, it ishereby found that the applicable standards of 
the Act and the rules thereunder are satisfied and that no 
adverse findings are necessary; and that it is appropriate in 
the public interest and in the interest of investors and 
consumers that the declaration, be permitted to become 
effective: 


IT IS ORDERED, pursuant to the applicable provisions of the 
Act and rules thereunder, that said declaration, be, and it 
hereby is, permitted to become effective forthwith, subject to 
the terms and conditions prescribed in Rule 24 promulgated 
under the Act. 


For the Commission, by the Division of Corporate Regulation, 
pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 19779/December 1, 1976 


In the Matter of 
MIDDLE SOUTH UTILITIES, INC. 


SYSTEM FUELS, INC. 
LOUISIANA POWER & LIGHT COMPANY 




















NEW ORLEANS PUBLIC SERVICE INC. 
New Orleans, Louisiana 


ARKANSAS POWER & LIGHT COMPANY 
Little Rock, Arkansas 


MISSISSIPPI POWER & LIGHT COMPANY 
Jackson, Mississippi 


(70-5259) 


THIRD SUPPLEMENTAL ORDER REGARDING LINE OF 
CREDIT BETWEEN BANK AND NONUTILITY SUBSIDIARY 
COMPANY TO FINANCE FUEL PROCUREMENT FOR 
OWNER ASSOCIATE UTILITY COMPANIES 


Middle Sauth Utilities, Inc. (“Middle South”), a registered 
holding company, its public-utility subsidiary companies, Ar- 
kansas Power & Light Company (‘Arkansas’), Louisiana 
Power & Light Company (‘Louisiana’), Mississippi Power & 
Light Company (‘Mississippi’), and New Orleans Public 
Service Inc. (“NOPS!”) (collectively referred to as “Operating 
Companies”), and System Fuels, Inc. (‘SFI’), a jointly-owned 
nonutility subsidiary company of Operating Companies, have 
filed with this Commission a third post-effective amendment 
to the declaration in this proceeding pursuant to Sections 
6(a), 7, and 12(b) of the Public Utility Holding Company Act of 
1935 (‘Act’) and Rule 45 promulgated thereunder regarding 
the following proposed transactions. 


By orders in this proceeding dated December 8, 1972, 
September 17, 1973, and November 25, 1974 (HCAR Nos 
17797, 18097, and 18679), the Commission authorized SFI 
to issue and sell its unsecured promissory notes, in an 
aggregate amount not exceeding $25,090,000 outstanding at 
any one time, to Hibernia National Bank in New Orleans 
(‘Hibernia’) from time to time for a period of four years from 
the date of a loan agreement (December 8, 1972) among 
Hibernia, SFI, Operating Companies, and Middle South. 
Under the loan agreement, nine other banks are participating 
to the extent of $21,590,000 or 86.1% of the borrowings. It is 
stated that as of October 1, 1976, SFI had issued notes 
under the line of credit in the aggregate principal amount of 
$25,090,000, the proceeds of which were applied by SFI 
toward the purchase of oil for use as fuel by Arkansas, 
Louisiana, Mississippi, NOPSI, and Arkansas-Missouri Power 
Company. 


It is now proposed that the period of the borrowings be 
extended for two more years so that notes issued pursuant to 
the loan agreement will be payable on or before December 8, 
1978. Section 4 of the loan agreement will be amended to 
modify the method for determining the rate of interest from 
one based on the average rate pius three-fourths of one 
percent (3/4%) charged on commercial loans of 90-day matur- 
ities by the three banks having the largest participation in the 
loans to SFI to one based on the rate charged by Citibank, 
N.A., New York, New York, on commercial loans of 90-day 
maturities plus three-fourths of one percent (3/4%). Section 
6(b) of the loan agreement will also be amended to provide 
for the maintenance of the present proportions of ownership 
of the common stock of SFI and to enable SFI to make 
repayments of any existing or future indebtedness of SFI to 
Arkansas, Louisiana, Mississippi, or NOPSI or all of them 
provided it is not in default under the loan agreement or 


under the terms of any other agreement for borrowed money 
and provided further that-such repayments cannot be made if 
after any repayment the total of SFI’s capital stock, surplus, 
and indebtedness to its parent companies would be less than 
35% of SFl's total capitalization including indebtedness due 
within one year. All the other terms and conditions related to 
the borrowings remain the same. 


No State commission and no Federal commission, other than 


this Commission, has jurisdiction over the proposed transac- 
tions. 


Due notice of the filing of said post-effective amendment to 
the declaration has been given in the manner prescribed in 
Rule 23 promulgated under the Act (HCAR No. 19739), and 
no hearing has been requested of or ordered by the Commis- 
sion. Upon the basis of the facts in the record, it is hereby 
found that the applicable standards of the Act and the rules 
thereunder are satisfied and that no adverse findings are 
necessary; and that it is appropriate in the public interest and 
in the interest of investors and consumers that said declara- 
tion, aS amended by said post-effective amendment, be 
permitted to become effective: 


IT iS ORDERED, pursuant to the applicable provisions of the 
Act and rules thereunder, that said declaration, as amended 
by said post-effective amendment, be, and it hereby is, 
permitted to become effective forthwith, subject to the terms 
and conditions prescribed in Rule 24 promulgated under the 
Act. 


For the Commission, by the Division of Corporate Regulation, 
pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 19780/December 1, 1976 


In the Matter of 


ALLEGHENY PITTSBURGH COAL COMPANY 
Cabin Hill 
Greensburg, Pennsylvania 15601 


MONONGAHELA POWER COMPANY 
13190 Fairmont Avenue 
Fairmont, West Virginia 26554 


THE POTOMAC EDISON COMPANY 
Downsville Pike 
Hagerstown, Maryland 21740 


WEST PENN POWER COMPANY 
800 Cabin Hill Drive 
Greensburg, Pennsylvania 15601 


(70-5519) 
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NOTICE OF POST-EFFECTIVE AMENDMENT REGARD- 
ING OPEN ACCOUNT ADVANCES TO SUBSIDIARY COAL 
COMPANY 


NOTICE IS HEREBY GIVEN that the Potomac Edison Com- 
pany (“PE”), Monongahela Power Company (‘“Mononga- 
hela”), and West Penn Power Company (“West Penn’), 
electric utility subsidiary companies of Allegheny Power Sys- 
tem, Inc., a registered holding company, and Allegheny 
Pittsburgh Coal Company (“AP Coal”), a jointly-owned sub- 
sidiary of West Penn, Monongahela, and PE, have filed with 
this Commission a post-effective amendment to the applica- 
tion-declaration in this proceeding pursuant to Section 12(b) 
of the Public Utility Holding Company Act of 1935 (“Act”) and 
Rule 45 promulgated thereunder regarding the following 
proposed transactions. All interested persons are referred to 
the amended application-declaration, which is summarized 
below, for a complete statement of the proposed transac- 
tions. 


By orders in this proceeding dated October 2, 1974, and 
January 2, 1976 (HCAR Nos. 18593 and 19327), applicants- 
declarants were authorized to enter into a series of transac- 
tions including the purchase by AP Coal of a coal mine 
(“Cowen mine’). West Penn, PE, and Monongahela were 
authorized to make open account advances in a tota! aggre- 
gate amount of up to $14,000,000 (in proportion to their 
respective ownership of AP Coal) to finance partially the 
Cowen mine and for certain other purposes. Jurisdiction was 
reserved in the order of October 2, 1974, with respect to the 
permanent financing of AP Coal and the price to be charged 
by AP Coal for coal sales to system companies. 


It is now proposed that Monongahela, West Penn, and PE 
make additional open account interest bearing advances (in 
proportion to their ownership interests in AP Coal) to AP 
Coal in an amount not to exceed $3.4 million, which sum will 
enable AP Coal to make the second annual installment 
payment of $2,500,000 for the Cowan Mine aue January 2, 
1977, and which will provide AP Coal with funds necessary to 
pay real estate taxes, licensing fees, and expenses in con- 
nection with obtaining permits and the like. In all other 
respects the transactions remain unchanged. 


The West Virginia Public Service Commission and the State 
Corporation Commission of Virginia have jurisdiction over the 
proposed advances. No other State commission and no 
Federal commission, other than this Commission, has juris- 
diction over the proposed transactions. The fees and ex- 
penses expected to be incurred in connection with the 
proposed transactions are estimated not to exceed $500. 


NOTICE IS FURTHER GIVEN that any interested persons 
may, not later than December 27, 1976, request in writing 
that a hearing be held on such matter, stating the nature of 
his interest, the reasons for such request, and the issues of 
fact or law raised by said post-effective amendment to the 
application-declaration which he desires to controvert; or he 
may request that he be notified if the Commission should 
order a hearing thereon. Any such request should be ad- 
dressed: Secretary, Securities and Exchange Commission, 
Washington, D. C. 20549. A copy of such request should be 
served personally or by mail (air mail if the person being 
served is located more than 500 miles from the point of 
mailing) upon the applicants-declarants at the above-stated 
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addresses, and proof of service (by affidavit or, in case of an 
attorney at law, by certificate) should be filed with the request. 
At any time after said date, the application-declaration, as 
amended or as it may be further amended, may be granted 
and permitted to become effective as provided in Rule 23 of 
the General Rules and Regulations promulgated under the 
Act, or the Commission may grant exemption from such rules 
as provided in Rules 20(a) and 100 thereof or take such other 
action as it may deem appropriate. Persons who request a 
hearing or advice as to whether a hearing is ordered will 
receive any notices and orders issued in this matter, including 
the date of the hearing (if ordered) and any postponements 
thereof. 


For the Commission, by the Division of Corporate Regulation, 
pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 19781/December 2, 1976 


In the Matter of 


MIDDLE SOUTH UTILITIES, INC. 
225 Baronne Street 
New Orleans, Louisiana 70112 


(70-5938) 


NOTICE OF PROPOSED ISSUANCE AND SALE OF COM- 
MON STOCK AT COMPETITIVE BIDDING 


NOTICE IS HEREBY GIVEN that Middle South Utilities, Inc. 
(“Middle South”), a registered holding company, has filed an 
application-declaration with this Commission pursuant to the 
Public Utility Holding Company Act of 1935 (‘Act’), designat- 
ing Sections 6(a) and 7 of the Act and Rule 50 promulgated 
thereunder as applicable to the following proposed transac- 
tion. All interested persons are referred to the application- 
declaration which is summarized below for a complete state- 
ment of the proposed transaction. 


Middle South proposed to issue and sell at competitive 
bidding 9,000,000 shares of its authorized but unissued 
common stock, par value $5 per share (Additional Common 
Stock) to underwriters or investment bankers who will agree 
promptly to make a public offering thereof. Middle South 
estimates that the sale will result in aggregate cash proceeds 
of approximately $135,000,000. The net proceeds from the 
sale of the Additional Common Stock will be applied toward 
the repayment of then outstanding bank loans made to 
Middle South, pursuant to the Credit Agreement between 
Middle South and various commercial banks dated as of 
June 1, 1976. The amount of such bank loans presently 
estimated to be outstanding at the time of the sale is 
$178,500,000. 























Middle South believes that the sale of the Additional Common 
Stock may require the assistance of underwriters if market 
conditions at the time of the offering of the securities are 
unfavorable. Accordingly, Middle South may amend this 
application-declaration to seek an exemption from the com- 
petitive bidding requirements of Rule 50 so that it may offer 
the Additional Common Stock through a negotiated public 
offering. 


The fees and expenses to be incurred in connection with this 
transaction will be supplied by amendment. It is stated that no 
State or Federal commission, other than this Commission, 
has jurisdiction over the proposed transaction. 


NOTICE IS FURTHER GIVEN that any interested person 
may, not later than December 27, 1976, request in writing 
that a hearing be held on such matter stating the nature of his 
interest, the reasons for such request, and the issues of fact 
or law raised by said application-declaration which he desires 
to controvert; or he may request that he be notified if the 
Commission should order a hearing thereon. Any such 
request should be addressed: Secretary, Securities and 
Exchange Commission, Washington, D. C. 20549. A copy of 
such request should be served personally or by mail upon the 
applicant-declarant at the above stated address, and proof of 
service (by affidavit or, in the case of an attorney at law, by 
certificate) should be filed with the request. At any time after 
said date, the application-declaration, as filed or as it may be 
amended, may be granted and permitted to become effective 
as provided in Rule 23 of the General Rules and Regulations 
permitted under the Act, or the Commission may grant 
exemption from such rules as provided in Rules 20(a) and 
100 thereof or take such other action as it may deem 
appropriate. Persons who request a hearing or advice as to 
whether a hearing is ordered will receive any notices and 
orders issued in this matter, including the date of the hearing 
(if ordered) and any postponements thereof. 


For the Commission, by the Division of Corporate Regulation, 
pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 19782/December 2, 1976 


In the Matier of 

OHIO POWER COMPANY 

301 Cleveland Avenue, S.W. 

Canton, Ohio 44701 

(70-5935) 

NOTICE OF PROPOSED SALE OF UTILITY ASSETS 


NOTICE IS HEREBY GIVEN that the Ohio Power Company 
(“Ohio Power"), a subsidiary of American Electric Power 


Company (“AEP”), a registered holding company, has filed a 
declaration with this Commission designating Section 12(d) of 
the Public Utility Holding Company Act of 1935 (‘Act’) and 
Rule 44 promulgated thereunder as applicable to the pro- 
posal transaction. All interested persons are referred to the 
declaration, which is summarized below, for a complete 
statement of the proposed transaction. 


Ohio Power proposes to sell to the United Telephone Com- 
pany of Ohio (“United”), which is not affiliated with either 
Ohio Power or AEP, 5,230 of Ohio Power's poles located in 
certain portions of the State of Ohio. 


The sale is made pursuant to the terms of a Joint Use 
Agreement between Ohio Power and United, effective Janu- 
ary 1, 1970, under which either party has the option to 
purchase from the other any number of poles up to the 
number necessary to obtain the objective percentage of 
ownership by that party of the jointly-used poles specified in 
the agreement. United has exercised its option to purchase 
5,230 of Ohio Power's poles which will give it ownership of 
45% of the jointly-used poles under the agreement. The 
selling price, which is based on a straight-line depreciated 
reproduction cost (30-year life), will be $453,767. The original 
installed cost of these facilities was $630,370. 


The fees and expenses to be incurred by Ohio Power in 
connection with the transaction are estimated not to exceed 
$500. It is stated that no state commission and no federal 
commission, other than this Commission has jurisdiction over 
the proposed transaction. 


NOTICE IS FURTHER GIVEN that any interested person 
may, not later than December 27, 1976, request in writing 
that a hearing be held on such matter, stating the nature of 
his interest, and reasons for such request, and the issues of 
fact or law raised by said declaration which he desires to 
controvert; or he may request that he be notified if the 
Commission should order a hearing thereon. Any such 
request should be addressed: Secretary, Securities and 
Exchange Commission, Washington, D. C. 20549. A copy of 
such request should be served personaily or by mail upon the 
declarant at the above-stated address and proof of service 
(by affidavit or, in case of an attorney at law, by certificate) 
should be filed with the request. At any time after said date, 
the deciaration, as filed or as it may be amended, may be 
permitted to become effective as provided in Rule 23 of the 
General Rules and Regulations promulgated under the Act, 
or the Commission may grant exemption from such rules as 
provided in Rules 20(a) and 100 thereof or take such other 
action as it may deem appropriate. Persons who request a 
hearing or advice as to whether a hearing is ordered will 
receive any notices and orders issued in this matter, including 


the date of the hearing (if ordered) any any postponements 
thereof. 


For the Commission, by the Division of Corporate Regulation, 
pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 
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PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 19783/December 2, 1976 


In the Matter of 


GENERAL PUBLIC UTILITIES CORPORATION 
New York, New York 10005 


(70-5817) 


SUPPLEMENTAL ORDER REGARDING INCREASING THE 
AGGREGATE MAXIMUM AMOUNT OF CAPITAL CONTRI- 
BUTIONS TO SUBSIDIARY COMPANIES 


General Public Utilities Corporation (“GPU”), a registered 
holding company, has filed with this Commission a post- 
effective amendment to its declaration previously filed in this 
matter, pursuant to Section 12(b) of the Public Utility Holding 
Company Act of 1935 (‘Act’) and Rule 45 promulgated 
thereunder regarding the following proposed transaction. 


By order dated April 6, 1976 (HCAR No. 19470), the Com- 
mission authorized GPU to make cash capital contributions, 
from time to time during the period ending December 31, 
1976, to Jersey Central Power & Light Company (‘Jersey 
Centrai’), Pennsylvania Electric Company (“Penelec’), and 
Waterford Electric Light Company (‘Waterford’), electric util- 
ity subsidiary companies of GPU, of such amounts as, 
together with the aggregate contributions previously made 
during 1976 by GPU to such companies pursuant to the 
Commission's authorization granted in File No. 70-5464, will 
not exceed $50,000,000; provided, however, that such aggre- 
gate cash capita! contributions to Waterford shall in no event 
exceed $200,000. 


GPU now proposes to increase the aggregate maximum 
amount of cash capital contributions it may make, from time 
to time during the period ending December 31, 1976, to its 
subsidiaries Jersey Central, Penelec, and Waterford from 
$50,000,000 to $70,180,000, provided however, that such 
aggregate cash capital contributions to Waterford shall in no 
event exceed $180,000. 


Through September 30, 1976, GPU has made cash capital 
contributions aggregating $30,050,000, as follows: 


Jersey Central! $10,000,000 
Penelec 20,000,000 
Waterford 50,000 

$30,050,000 


No state commission and no federal commission, other than 
this Commission, has jurisdiction over the proposed transac- 
tion. Fees to be incurred in connection with the proposed 
transaction consist of legal! fees of $2,000. 


Due notice of the filing of said post-effective amendment to 
the declaration has been given in the manner prescribed in 
Rule 23 promulgated under the Act (HCAR No. 19737), and 
no hearing has been requested of or ordered by the Commis- 
sion. Upon the basis of the facts in the record, it is hereby 
found that the applicable standards of the Act and the rules 
thereunder are satisfied and that no adverse findings are 
necessary; and that it is appropriate in the public interest and 
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in the interest of investors and consumers that said declara- 
tion, as amended by said post-effective amendment, be 
permitted to become effective: 


IT |S ORDERED, pursuant to the applicable provisions of the 
Act and rules thereunder, that said declaration, as amended 
by said post-effective amendment, be, and it hereby is, 
permitted to become effective forthwith, subject to the terms 
and conditions prescribed in Rule 24 promulgated under the 
Act. 


For the Commission, by the Division of Corporate Regulation, 
pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 19784/December 2, 1976 


In the Matter of 


CONSOLIDATED NATURAL GAS COMPANY 
30 Rockefeller Plaza 
New York, New York 10020 


CONSOLIDATED GAS SUPPLY CORPORATION 
CONSOLIDATED SYSTEM LNG COMPANY 
CNG PRODUCING COMPANY 

CNG RESEARCH COMPANY 

THE EAST OHIO GAS COMPANY 

THE PEOPLES NATURAL GAS COMPANY 

THE RIVER GAS COMPANY 

WEST OHIO GAS COMPANY 


(70-5848) 


NOTICE OF POST-EFFECTIVE AMENDMENT REGARD- 
ING PROPOSED ACQUISITION OF CAPITAL STOCK OF 
SUBSIDIARY COMPANY AND OPEN ACCOUNT AD- 
VANCES TO SUBSIDIARY COMPANIES 


NOTICE IS HEREBY GIVEN that Consolidated Natural Gas 
Company (‘Consolidated’), a registered holding company, 
and certain of its subsidiary companies, Consolidated Gas 
Supply Corporation, Consolidated System LNG Company 
(“LNG Company”), CNG Producing Company (“CNG Pro- 
ducing”), CNG Research Company (“CNG Research”), The 
East Ohio Gas Company, The Peoples Natural Gas Com- 
pany, The River Gas Company, and West Ohio Gas Com- 
pany, have filed with this Commission a post-effective 
amendment to the application-declaration in this proceeding 
pursuant to Sections 6(a), 7, 9(a), 10, and 12(b) of the Public 
Utility Holding Company Act of 1935 (“Act”) and Rule 45 
promulgated thereunder regarding the following proposed 
transactions. All interested persons are referred to the 
amended application-deciaration, which is summarized be- 
low, for a complete statement of the proposed transactions. 























By orders in this proceeding dated June 1, 1976, and August 
2, 1976 (HCAR Nos. 19550 and 19636), the Commission 
authorized Consolidated and certain subsidiary companies to 
engage in various transactions in connection with the Consol- 
idated System's financing program for 1976. Further financing 
for the subsidiaries is now proposed as follows. 


It is stated that LNG Company will require short-term financ- 
ing for construction of $11,000,000 in 1977 prior to the 
authorization of its financing program for that year. Therefore, 
Consolidated proposes to make open account advances to 
LNG Company for construction in amounts aggregating not 
fhore than $11,000,000 from time to time through May 31, 
1977, such open account advances to bear interest at the 
prime commercial rate of interest (presently 6.50%) at The 
Chase Manhattan Bank, N.A., in effect from time to time. The 
advances will be repaid through long-term financing which will 
be a part of an application-declaration requesting approval for 
the Consolidated System's financing program for 1977 


Consolidated also proposes to make open account advances 
of up to $15,500,000 to CNG Producing, principally to finance 
exploration and development of Gulf offshore leases. Such 
advances will be made from time to time through May 31, 
1977, and will bear interest at the prime commercial rate of 
interest at The Chase Manhattan Bank, N.A., in effect from 
time to time. The advances, to the extent outstanding, will be 
repaid through long-term financing to be requested in the 
System's 1977 financing program. 


Finally, it is stated that CNG Research will require financing 
of $1,300,000 from Consolidated during the period January 
through May 1977. Consolidated intends to acquire for cash 
6,000 shares of common stock of CNG Research, $100 par 
value, aggregating $600,000, pursuant to the Commission's 
order of December 22, 1975, approving Consolidated’s acqui- 
sition of CNG Research (HCAR No. 19307). To complete 
said required financing, Consolidated and CNG Research 
now propose that CNG Research issue and sell 7,000 shares 
of its common stock, $100 par value, and Consolidated 
acquire for cash such shares at an aggregate par value of 
$700,000 prior to May 31, 1977. Any financing required by 
CNG Research subsequent to May 31, 1977, will be included 
in the Consolidated System’s filing with the Commission for 
its 1977 financing program. 


Consolidated also proposes that the Rule 24 certificates of 
notification regarding the proposed transactions be filed on a 
quarterly basis. 


It is stated that no State or Federal commission, other than 
this Commission, has jurisdiction over the proposed transac- 
tions. The fees and expenses to be incurred in connection 
with the proposed transactions are estimated not to exceed 
$500. 


NOTICE IS FURTHER GIVEN that any interested person 
may, not later than December 27, 1976, request in writing 
that a hearing be held in respect of such matter, stating the 
nature of his interest, the reasons for such request, and the 
issues of fact or law raised by said post-effective amendment 
to the application-declaration which he desires to controvert; 
or he may request that he be notified should the Commission 
order a hearing thereon. Any such request should be ad- 
dressed: Secretary, Securities and Exchange Commission, 


Washington, D. C. 20549. A copy of such request should be 
served personally or by mail upon the applicants-declarants 
at the above-stated address, and proof of service (by affidavit 
or, in the case of an attorney at law, by certificate) should be 
filed with the request. At any time after said date, the 
application-declaration, as now amended or as it may be 
further amended, may be granted and permitted to become 
effective as provided in Rule 23 of the General Rules and 
Regulations promulgated under the Act, or the Commission 
may grant exemption from such rules as provided in Rules 
20(a) and 100 thereof or take such other action as it may 
deem appropriate. Persons who request a hearing or advice 
as to whether a hearing is ordered will receive any notices 
and orders issued in this matter, including the date of the 
hearing (if ordered) and any postponements thereof. 


For the Commission, by the Division of Corporate Regulation, 
pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 








INVESTMENT COMPANY ACT OF 1940 





INVESTMENT COMPANY ACT OF 1940 
Release No. 9541/November 26, 1976 


In the Matter of 


NUVEEN MUNICIPAL BOND FUND, INC. 
230 West Monroe Street 
Chicago, Illinois 60606 


(812-4046) 


NOTICE OF FILING OF APPLICATION PURSUANT TO 
SECTION 6(c) OF THE ACT FOR AN ORDER GRANTING 
EXEMPTION FROM THE PROVISIONS OF SECTION 22(d) 
OF THE ACT. 


NOTICE !S HEREBY GIVEN ihat Nuveen Municipal Bond 
Fund, Inc. (“Applicant”), an open-end, diversified, manage- 
ment investment company registered under the Investment 
Company Act of 1940 (‘Act’) filed an application on October 
26, 1976, and an amendment thereto on November 18, 1976, 
pursuant to Section 6(c) of the Act for an order of the 
Commission exempting Applicant from the provisions of 
Section 22(d) of the Act to the extent specified therein. All 
interested persons are referred to the application on file with 
the Commission for a statement of the representations con- 
tained therein, which are summarized below. 


Applicant is a corporation organized under the laws of the 
State of Maryland. It filed with the Commission a registration 
statement on Form N-8B-1 pursuant to Section 8(b) of the Act 
and a registration statement on Form S-5 under the Securi- 
ties Act of 1933, as amended, on October 13, 1976. The 
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registration statement on Form S-5 has not yet been declared 
effective. Thus, applicant has not commenced distribution of 
its shares. 


Applicant's investment objective is providing its shareholders 
as high a level of current interest income exempt from 
Federal income tax as is consistent with preservation of 
capital. All of Applicant's assets will consist of (1) municipal 
bonds rated at the time of purchase within the four highest 
grates by Moody's Investors Service (Aaa, Aa, A and Baa) or 
Standard and Poor's Corporation (AAA, AA, A and BBB); (2) 
unrated municipal bonds which, in the opinion of Nuveen 
Advisory Corp., the Applicant's investment adviser, have 
credit characteristics equivalent to Bonds rated Baa or BBB 
or better by such services, provided that Applicant may not 
invest more than 10% of its assets in such unrated bonds; (3) 
certain temporary investments, the interest on which may or 
may not be exempt from Federal income tax, and (4) cash. 


John Nuveen & Co. Incorporated (“Nuveen”) will act as 
principal underwriter of the shares of the common stock of 
Applicant. Applicant will offer its shares to the public at a price 
which includes a sales load of 41/2% of the public offering 
price for sales of less than $100,000, with lower sales loads 
for larger transactions, decreasing to 2'/2% of the public 
offering price for sales of more than $1,000,000. Nuveen will 
retain all sales charges remaining after the discount it allows 
to investment dealers. The minimum initial investment in 
shares of Applicant is $1,000, subject to change by the Board 
of Directors; subsequent investments must be in amounts of 
$100 or more. 


Nuveen Advisory Corp., a wholly owned subsidiary of Nuveen 
organized in September, 1976, will act as investment adviser 
to Applicant pursuant to an Investment Management Agree- 
ment. Nuveen Advisory Corp. has filed an application for 
registration with the Commission under the Investment Advi- 
sors Act of 1940. 


Applicant intends to distribute to its registered shareholders 
the interest income received by it, net of expenses, on a 
monthly basis. Realized capital gains, if any, will be distrib- 
uted annually. The monthly distributions of interest income, 
net of expenses, and the annual distribittion of net realized 
capital gains, if any, will be credited to the accounts of 
shareholders in full and fractional shares of Applicant at net 
asset value on the record-reinvestment date without a sales 
charge. A shareholder may elect to receive monthly interest 
income in cash, which election may be changed at any time 
in the sole discretion of the shareholder. Shares of Applicant 
may be issued at net asset value in connection with a merger 
or consolidation with, or acquisition of the assets of, other 
investment companies or similar companies. Shares may 
also be sold at net asset value and in any amount to officers 
or directors of Applicant, to bona fide, full time employees of 
Nuveen, or to any trust, pension, profit sharing or other 
benefit plan for such persons. Such shares are sold for 
investment purposes and on the condition that they will not 
be resold except through redemption by Applicant. 


Nuveen also acts as sponsor and underwriter to Nuveen Tax- 
Exempt Bond Fund and Nuveen Tax-exempt Bond Fund- 
Medium Term (‘Trusts’), unit investment trusts which are 
registered investment companies under the Act. The Trusts’ 
investment objectives are income exempt from Federal in- 
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come tax and conservation of capital through investments in 
municipal bonds rated A or better by Moody's Investors 
Service or Standard and Poor's Corporation and, in the case 
of Nuveen Tax-Exempt Bond Fund-Medium Term, having 
maturity dates of not less than 5 nor more than 15 years. The 
assets of each series of the Trusts consist of municipal bonds 
(or contracts to purchase such bonds) deposited in the Trust 
prior to the public offering of units thereof (including certain 
securities deposited in the Trust in exchange or substitution 
for any of such bonds upon certain refundings), accrued and 
undistributed interest on such bonds and undistributed cash 
realized from the disposition of bonds. The sales load sched- 
ule for Nuveen Tax-Exempt Bond Fund-Medium Term des 
creases from 3'/2% of the public offering price for sales less 
than $100,000 to 2% of the public offering price for sales of 
more than $1,000,000. The Trusts distribute interest income 
semi-annually unless certificate holders elect to receive them 
monthly or quarterly. Other monies received by a Trust are 
credited to its “principal account” and distributed semi-an- 
nually subject to a minimum per unit amount. 


Applicant proposes to permit certificate holders of the Trusts 
to purchase shares of Applicant at net asset value, without a 
sales charge, by reinvestment of distributions from the Trusts. 
No initial or subsequent minimum investment would be 
applicable to such purchases. The proposed reinvestment 
program would be implemented as follows: A certificate 
holder of an existing series of the Trusts will receive a current 
prospectus of Applicant, together with an application form, 
execution of which results in a election to receive distributions 
of the Trusts in shares of Applicant. Such election must be 
accompanied by election to receive distributions from the 
Trusts on a quarterly, rather than semi-annual or monthly 
basis. The application form will state that any election to 
receive Trust distributions in shares of Applicant will be 
effective until the certificate holder revokes such election by 
written notice to United States Trust Company of New York, 
the Trustee of the Trusts. Appropriate disclosure of the 
foregoing will be made in the application form sent to 
certificate holders. As to future series of the Trusts, disclosure 
regarding the reinvestment program will be included in the 
prospectuses of all future series of the Trusts. Certificate 
holders of future series of the Trusts will be furnished a 
current prospectus of Applicant, and an application form for 
participation in the reinvestment program substantially similar 
to that sent to certificate holders of existing Trusts. For both 
outstanding and future series of the Trusts, an election to 
participate in the reinvestment program will be effective for all 
distributions of the Trust until revoked in writing to the Trustee 
of the Trust. 


Expenses of offering the reinvestment program to certificate 
holders of the Trusts will be borne by Nuveen as principal 
underwriter of Applicant. Once a certificate holder elects to 
participate in the reinvestment program, his account is han- 
died and the expenses thereof borne in the same manner as 
the account of any other shareholder of Applicant. 


The Board of Directors of Applicant is permitted to establish a 
minimum total investment for shareholders. Applicant re- 
serves the right to redeem the interest of any shareholder 
whose investment is less than such minimum upon notice of 
not less than 30 days to the shareholder. If such minimum 
total investment is greater than the interest of any share- 
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effective with respect to Applicant, the interest of such 
shareholder cannot be redeemed without his consent, unless 
the minimum has been approved by a majority vote of the 
directors and shareholders of Applicant. Applicant states that 
no minimum total investment will be established for so long 
as the reinvestment program continues to be offered to 
certificate holders of the Trusts. Applicant reserves the right 
to discontinue the reinvestment program if its termination is 
deemed in the best interest of Applicant and its shareholders 
as a whole. If Applicant were to discontinue the reinvestment 
program and to determine that the number of small share- 
holder accounts outsianding resulted in unwarranted addi- 
tional expense to Applicant, then such a minimum total 
investment might be established. If any such minimum were 
to be established, a shareholder whose account is less than 
the minimum would be given 30 days following notice to such 
shareholder in which to purchase sufficient shares to meet 
the minimum, and thereby avoid automatic redemption. Dis- 
closure of the foregoing will be made in Applicant's prospec- 
tus. 


Section 22(d) of the Act provides, in pertinent part, that no 
registered investment company shall sell any redeemable 
security issued by it except to or through a principal underwri- 
ter for distribution or at a current public offering price de- 
scribed in the prospectus, and, if such class of security is 
being currently offered to the public by or through an under- 
writer, no principal underwriter of such security and no dealer 
shall sell any such security to any person, except a dealer, a 
principal underwriter or the issuer, except at a current public 
offering price described in the prospectus. Applicant requests 
an order of exemption from the provisions of Section 22(d) of 
the Act to permit sale of shares of Applicant at net asset 
value, without a sales load, to certificate holders of the Trusts 
who reinvest distributions of the Trusts in shares of Applicant. 


In support of its request, Applicant states that the proposed 
reinvestment program will be beneficial to investors and to 
Applicant. It states that the largest portion of a sales charge 
on mutual fund shares is attributable to initial solicitation and 
ascertaining the financial requirements of investors, so that 
where the customer has already been solicited and his 
requirements determined, the sales costs are reduced and 
the consequent savings should be passed on to investors. 
Applicant states that the Trusts and its shares are substan- 
tially similar investment products and, therefore, certificate 
holders of the Trusts who desire to reinvest distributions in 
shares of Applicant have already been solicited with respect 
to investment in such products. Applicant also states that, at 
present, there is little or no additional sales cost allocable to 
the purchase of its shares through reinvestment of distribu- 
tions from the Trusts by certificate holders. Accordingly, 
Applicant asserts that such investors, rather than the principal 
underwriter, should receive the benefit of lower sales costs 
through reinvestment at net asset value without a sales 
charge. 


Applicant further asserts that it would benefit from the pro- 
posed reinvestment program. Applicant states that the plan 
would increase its asset base and, since its operating ex- 
penses will not vary with asset size, would reduce the per 
share cost of operations borne by its shareholders. Applicant 
also states that by providing a broad base of investors with 
ready cash to be invested, the proposed plan would help 
assure it of a positive cash flow, thus permitting it to meet 


redemptions without disturbing investments, decrease the 
assets devoted to cash reserves, and permit the gradual 
build-up of investment positions. 


Section 6(c) of the Act provides, in part, that the Commission 
may, upon application, conditionally or unconditionally ex- 
empt any person, security or transaction, or any class or 
classes of persons, securities or transactions, from any 
provision of the Act or of any rule or regulation under the Act, 
if and to the extent such exemption is necessary or appropri- 
ate in the public interest and consistent with the protection of 
investors and the purposes fairly intended by the policy and 
provisions of the Act. 


NOTICE IS FURTHER GIVEN that any interested person 
may, not later than December 16, 1976, at 5:30 p.m. submit 
to the Commission in writing a request for a hearing on the 
application accompanied by a statement as to the nature of 
his interest, the reasons for such request, and the issues, if 
any, of fact or law proposed to be controverted, or he may 
request that he be notified if the Commission shall order a 
hearing thereon. Any such communication should be ad- 
dressed: Secretary, Securities and Exchange Commission, 
Washington, D. C. 20549. A copy of such request shall be 
served personally or by mail upon Applicant at the address 
stated above. Proof of such service (by affidavit, or in the 
case of an attorney-at-law, by certification) shall be filed 
contemporaneously with the request. As provided by Rule O- 
5 of the Rules and Regulations promulgated under the Act, 
an order disposing of the application herein will be issued as 
of course following said date unless the Commission there- 
after orders a hearing, upon request or upon the Commis- 
sion’s own motion. Persons who request a hearing, or advice 
as to whether a hearing is ordered, will receive any notices 
and orders issued in this matter, including the date of the 
hearing (if ordered) and any postponements thereof. 


For the Commission, by the Division of Investment Manage- 
ment, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





INVESTMENT COMPANY ACT OF 1940 
Release No. 9542/November 26, 1976 


in the Matter of 

AMERICAN GENERAL MUNICIPAL BOND FUND, INC. 
2777 Allen Parkway 

Houston, Texas 77017 

and 

MARYLAND CASUALTY COMPANY 

3910 Keswick Road 

Baltimore, Maryland 21211 


(812-4037) 


SEC DOCKET/1091 








NOTICE OF APPLICATION PURSUANT TO SECTION 17(b) 
OF THE ACT FOR ORDER EXEMPTING PROPOSED 
TRANSACTION FROM SECTION 17(a) OF THE ACT, AND 
FOR ORDER PURSUANT TO SECTION 17(d) OF THE ACT 
AND RULE 17d-1 THEREUNDER PERMITTING PRO- 
POSED TRANSACTION. 


NOTICE IS HEREBY GIVEN that American General Munici- 
pal Bond Fund, Inc. (“Fund”), an open-end, diversified, 
management investment company registered under the In- 
vestment Company Act of 1940 (‘Act’), and Maryland Cas- 
ualty Company (“Casualty”), a wholly-owned subsidiary of 
American General Insurance Company (‘“Insurance“) (re- 
ferred to collectively with Fund as “Applicants’), filed an 
application on October 7, 1976, and amendments thereto on 
November 12, 1976, and November 16, 1976, pursuant to 
Section 17(b) of the Act, for an order of the Commission 
exempting from the provisions of Section 17(a) of the Act a 
proposed option agreement under which Fund would have 
the right to purchase specified municipal bonds from Cas- 
uaity, and for an order pursuant to Section 17(d) of the Act 
and Rule 17d-1 thereunder permitting the proposed option. 
Ail interested persons are referred to the application on file 


with the Commission for a statement of the representations _ 


1092/SEC DOCKET 


contained therein, which are summarized below. 


Appliants state that Fund’s investment objective is to seek as 
high a level of current interest income exempt from Federal 
income tax as is consistent with preservation of capital 
through investing in municipal bonds. Fund's investment 
adviser is American General Capital Management, Inc. (“Ad- 
viser’), which is a wholly-owned subsidiary of Insurance. 


Subsequent to the filing of a Form S-5 Registration Statement 
under the Securities Act of 1933, but prior to the Registration 
Statement’s effective date, which was November 9, 1976, 
Casualty purchased or committed to purchase certain munici- 
pal bonds described below, having a par value of 
$19,400,000 at a cost of $19,556,603. Applicants state that 
Fund proposes to acquire an option from Casualty pursuant 
to which Fund has the right, but not the obligation, to 
purchase for a period of 30 days from the date that the 
Commission enters the order herein requested or the date of 
the Fund's Closing Date referred to in its Form S-5 Registra- 
tion Statement, (currently November 30, 1976, but which may 
be extended to a date not beyond December 31, 1976), 
whichever is later, any or all of the municipal bonds acquired 
by Casualty. The municipal bonds subject to this option are 
described as follows: 
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Applicants state that the option to Fund is irrevocable during 
the option period; that the option may be exercised by Fund 
by giving written notice to Casualty and by delivery of the 
purchase price of the bonds, and that the option is nontrans- 
ferrable without the prior written consent of Casualty and 
Insurance. Applicants further state that, should the option be 
exercised, the purchase price of the bonds will be the lower 
of their cost to Casualty or their market value at the time of 
exercise of said option by Fund; that Fund will not be required 
to pay any transfer fee; and that the purchase of any or all of 
the bonds will meet, at the time of exercise of the option, 
Fund's investment policies and restrictions. 


Applicants state that the bonds subject to the option are or 
will be fully paid for by and owned by Casualty, and that the 
granting of the option will expedite the investment of the 
proceeds following the proposed sale of shares in the initial 
offering of Fund's common stock. Applicants state that be- 
cause the proceeds of the initial offering of Fund’s common 
stock will be available at one time, in a substantially greater 
amount than is expected to be received on a daily basis 
following commencement of a continuous offering, and be- 
cause investing such a large sum consistent with obtaining 
the best quality securities and yields possible would require 
considerable time, the proposed option would facilitate the 
speedy and yet deliberate investment of the proceeds of the 
initial offering in accordance with Fund's investment policies 
and objectives, and diminish the need for temporary invest- 
ments, the income from which may or may not be taxable to 
Fund shareholders. Applicants also state that some of the 
securities subject to the option might not be available or, if 
avaiiable, would not be acquired on terms as favorable as at 
the time of their acquisition by Casualty, at the time of receipt 
of proceeds of the initial offering. Applicants further state that 
if the application for exemption is granted, Adviser will 
recommend and the directors of the Fund not affiliated with 
Adviser will determine which bonds, if any, will be acquired by 
Fund. Should Fund not exercise the option, the bonds will be 
retained in the portfolio of Casualty subject to the investment 
decisions of Casualty. 


Applicants state that it is the contention of Insurance that the 
granting of the option and the exercise thereof by Fund will 
not result in the taking of a corporate opportunity of Insur- 
ance. The management of Insurance arranged for the pur- 
chase of the bonds subject to the option through Casualty for 
the sole purpose of granting the option to Fund, but for which 
Insurance would not have otherwise caused Casualty to 
purchase such bonds. Insurance has agreed to indemnify 
and hold Casualty harmless for any loss it might incur at the 
time of exercise of the option by Fund. Applicants state that 
the Management of Insurance proposed to grant this option 
because, in their good faith business judgment, such option 
would not only benefit the future shareholders of Fund, by 
expediting the investment of proceeds following the initial 
investment of Fund’s shares, but also benefit the sharehold- 
ers of Insurance by promoting the sale of Fund shares thus 
increasing the aggregate net asset value of Fund, and therby 
increasing the management fee payable to Adviser, a wholly- 
owned subsidiary of Insurance. Applicant's state that this 
anticipation is the consideration for granting the proposed 
option to Fund. Applicants represent that none of the man- 
agement of Insurance will benefit personally from the pro- 
posed transaction except to the extent that they may be 
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shareholders of Insurance or of Fund, and then in no way 
different from any other shareholder. 


Casualty and Adviser, as wholly-owned subsidiaries of Insur- 
ance, may be. deemed to be under the common control of 
Insurance and are thus affiliated persons of each other under 
Section 2(a)(3) of the Act. Adviser is an affiliated person of 
Fund under Section 2(a)(3) of the Act. Accordingly, Casualty, 
as an affiliated person of an affiliated person of Fund, is, in 
the absence of receipt of an order, prohibited by Sections 
17(a) and (d) from granting the option and selling the 
municipal bonds subject to the option to Fund. 


Section 17(a) of the Act provides, in pertinent part, that it shall 
be unlawful for any affiliated person of a registered invest- 
ment company, or any affiliated person of such person, acting 
as principal, knowingly to sell to or to purchase from such 
registered investment company any security or other property 
subject to certain exceptions. Section 17(b) of the Act pro- 
vides that the Commission, upon application, may exempt a 
proposed transaction from the provisions of Section 17(a) of 
the Act if the evidence establishes that the terms of the 
proposed transaction, including the consideration to be paid 
or received, are reasonable and fair and do not involve 
overreaching on the part of any person concerned, and the 
proposed transaction is consistent with the policy of each 
investment company concerned and with the general pur- 
poses of the Act. 


Section 17(d) of the Act and Rule 17d-1 thereunder provide, 
in pertinent part, that it shall be unlawful for any affiliated 
person of a registered investment company, or any affiliated 
person of such a person, acting as principal, to participate in 
or effect any transaction in connection with any joint enter- 
prise or arrangement in which any such registered company, 
or company controlled by such registered company, is a 
participant unless an application regarding such arrangement 
has been granted by an order of the Commission. In passing 
upon such application, the Commission will consider whether 
the participating of such registered or controlled company in 
such arrangement is consistent with the provisions, policies 
and purposes of the Act and the extent to which such 
participation is on a basis different from or less advantageous 
than that of other participants. A joint enterprise or arrange- 
ment is defined in Rule 17d-1 as a written or oral plan, 
contract, authorization or arrangement, or any practice or 
undertaking whereby a registered investment company or a 
controlled company thereof, and any affiliated person of such 
person, have a joint or a joint and several participation, or 
share in the profits of such enterprise or undertaking. 


Applicants agree that any order issued by the Commission 
pursuant to this notice may be conditioned upont the require- 
ment that Applicants will file with the Commission within 15 
days after the exercise of the option, if exercised, a copy of all 
records with respect to the option and the subject bonds 
required to be kept pursuant to Rule 31a-1(b)(10) and Rule 
31a-1(b)(11) promulgated under the Act. 


NOTICE IS FURTHER GIVEN that any interested person 
may, not later than December 16, 1976, at 5:30 p.m., submit 
to the Commission in writing a request for a hearing on the 
application accompanied by a statement as to the nature of 
his interest, the reasons for such request, and the issues, if 
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any, or fact or law proposed to be controverted, or he may 
request that he be notified if the Commission shall order a 
hearing thereon. Any such communication should be ad- 
dressed: Secretary, Securities and Exchange Commission, 
Washington, D. C. 20549. A copy of such request shall be 
served personally or by mail upon Applicants at the ad- 
dresses stated above. Proof of such service (by affidavit, or in 
the case of an attorney-at-law, by certification) shall be filed 
contemporaneously with the request. As provided by Rule O- 
5 of the Rules and Regulations promulgated under the Act, 
an order disposing of the application herein will be issued as 
of course following said date unless the Commission there- 
after orders a hearing upon request or upon the Commis- 
sion’s own motion. Persons who request a hearing, or advice 
as to whether a hearing is ordered, will receive any notices 
and orders issued in this matter, including the date of the 
hearing (if ordered) and any postponements thereof. 


For the Commission, by the Division of Investment Manage- 
ment, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





INVESTMENT COMPANY ACT OF 1940 
Release No. 9543/November 29, 1976 


In the Matter of 


ADMIRALTY FUND 
COMPETITIVE CAPITAL FUND 
SEABOARD LEVERAGE FUND 


and 


THE INCOME FUND OF BOSTON, INC. 
One New York Plaza 
New York, New York 10004 


(812-4043) 


ORDER PURSUANT TO SECTION 6(c) OF THE ACT 
EXEMPTING CERTAIN LITIGATION TRUSTS FROM ALL 
PROVISIONS OF THE ACT OTHER THAN SECTIONS 9, 
17, 31, 34, 36 and 37 AND THE RULES AND REGULA- 
TIONS THEREUNDER 


Admiralty Fund, Competitive Capital Fund, Seaboard Lever- 
age Fund and The Income Fund of Boston, Inc. (‘“Appli- 
cants’), each of which is registered as an open-end invest- 
ment company under the Investment Company Act of 1940 
(“Act”), filed an application pursuant to Section 6(c) of the Act 
for an order exempting certain litigation trusts (the “Litigation 
Trusts”) to be created by Applicants from all provisions of the 
Act and all rules and regulations thereunder other than 
Sections 9, 17, 31, 34, 36 and 37 and the rules and 
regulations thereunder. The Litigation Trusts will be estab- 


2 lished in connection with certain mergers to which each 


Applicant expects to be a party and will continue certain 
litigation on behalf of each Applicant. 


On November 11, 1976, a notice (Investment Company Act 
Release No. 9524) was issued of the filing of said application. 
The notice gave interested persons an opportunity to request 
a hearing and stated that an order disposing of the applica- 
tion would be issued as of course unless a hearing should be 
ordered. No request for a hearing has been filed, and the 
Commission has not ordered a hearing. 


The matter has been considered, and it is found that the 
granting of the requested exemption is appropriate in the 
public interest and consistent with the protection of investors 
and the purposes fairly intended by the policy and provisions 
of the Act. Accordingly, 


IT IS ORDERED, pursuant to Section 6(c) of the Act, that the 
Litigation Trusts are hereby exempted from all provisions of 
the Act and all rules and regulations thereunder other than 
Sections 9, 17, 31, 34, 36 and 37 and the rules and 
regulations thereunder. 


By the Commission. 


George A. Fitzsimmons 
Secretary 





INVESTMENT COMPANY ACT OF 1940 
Release No. 9544/November 30, 1976 


In the Matter of 


LORD, ABBETT & CO 
63 Wall Street 
New York, New York 10058 


(812-3932) 


NOTICE OF APPLICATION PURSUANT TO SECTION 6(c) 
OF THE ACT FOR EXEMPTION FROM SECTION 22(d) OF 
THE ACT 


NOTICE IS HEREBY GIVEN that Lord, Abbett & Co. (‘Appli- 
cant’), the principal underwriter for and investment adviser to 
Affiliated Fund, Inc., Lord Abbett Income Fund, Inc., Lord 
Abbett Bond-Debenture Fund, Inc., and Lord Abbett Develop- 
ing Growth Fund, Inc. (collectively referred to as the 
“Funds”), each of which is registered as an open-end invest- 
ment company under the Investment Company Act of 1940 
(“Act’’), filed an application on March 22, 1976, and an 
amendment thereto on October 12, 1976, for an order 
pursuant to Section 6(c) of the Act for an exemption from 
Section 22(d) in connection with transactions described be- 
low. All interested persons are referred to the application on 
file with the Commission for a statement of the representa- 
tions contained therein, which are summarized below. 


SEC DOCKET/1097 









Applicant is the sponsor of a prototype individual retirement 
account (“the Lord, Abbett IRA”) pursuant to the provisions of 
Section 408 of the Internal Revenue Code of 1954 (the 
“Code”) as amended by the Employee Retirement Income 
Security Act of 1974 (“ERISA”). An individual retirement 
account (“IRA”) is a custodian account through which eligible 
individuals can invest limited amounts for retirement on a tax 
deferred basis." 


Applicant states that the Lord, Abbett IRA provides that an 
individual may invest in any of the Funds or in a regular 
savings account at the United Missouri Bank of Kansas City, 
N.A. (“Bank”). In this connection, Applicant proposes to offer 
a “Savings Account Option” pursuant to which individuals 
would be permitted to invest up to 25% of any annual 
contribution or “roll-over” contribution (a Jump sum distribu- 
tion from another tax-qualified retirement plan) in a savings 
account at the Bank. 


At least 75% of any annual contribution must be invested in 
the Funds. The Savings Account Option contemplates that 
after the investors have made their investment in the Funds, 
such investors would be free to redeem their shares in the 
Funds and invest the proceeds in a savings account. There- 
after, they could reinvest any or all the money in any of the 
Funds, with no sales charge applicable to such reinvestment 
of up to the amount of the prior redemptions. A sales charge 
would be paid only to the extent that the amount of money, if 
any, transferred from the savings account to the Funds 
exceeded the amount of the prior redemptions. The Savings 
Account Option would be made available also to any other 
IRA under another plan or prototype, and to IRAs which are 
transferred from the Lord, Abbett IRA to a savings account 
other than one maintained by the Bank and then back to the 
Lord, Abbett IRA. Sales charges will be eliminated only with 
respect to the reinvestment of funds derived from redemption 
of shares of the Funds for which sales charges previously 
had been paid. 


Section 22(d) of the Act, in pertinent part, prohibits a regis- 
tered investment company and its principal underwriter from 
selling redeemable securities to any person other than a 
dealer, a principal underwriter or the issuer except at a 
current public offering price described in the prospectus. Rule 
22d-1 under the Act, in paragraph (f), affords an exemption 
from the provisions of Section 22(d) for uniform offers to tax- 
exempt organizations and certain tax-qualified plans, and to 
non-qualified plans to the extent necessary to permit the sale 
of securities at prices which reflect reductions in, or elimina- 
tions of, the sales load, as ‘allows: 


(f) Upon the sale pursuant to a uniform offer described 
in the prospectus and made to tax-exempt organiza- 
tions enumerated in sections 501(c)(3) or (13) of the 
Internal Revenue Code, or employees’ trusts, pension, 
profit-sharing, or other employee benefit plans qualified 
under section 401 of the Internal Revenue Code, or 
employee benefit plans not qualified under section 401 
of such Code provided such non-qualified plans satisfy 
uniform criteria relating to the realization of economies 
of scale in sales effort and sales related expense 
selected by the issuer and described in the prospectus. 
As used in this paragraph, “employee benefit plan” 
shall mean any plan or arrangement which provides a 
means for employees or an employer on behalf of 
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employees to purchase shares of a registered open- 
end investment company or companies by means of 
periodic payroll deductions or otherwise, and “em- 
ployer’ shall mean a single employer or two or more 
employers each of which is an affiliated person of the 
other under section 2(a)(3)(C) of the Investment Com- 
pany Act. 


Section 6(c) of the Act provides, in pertinent part, that the 
Commission by order upon application may exempt any 
transaction or class of transactions from any provision of the 
Act if and to the extent such exemption is necessary or 
appropriate in the public interest and consistent with the 
protection of investors and the purposes fairly intended by the 
policy and provisions of the Act. 


Applicant states that the requested exemption is necessary to 
correct the anomalous situation where its Savings Account 
Option may be utilized by, among others, investors in Keogh 
(H.R. 10) Plans which frequently cover only one individual, 
and employees of a single employer under a group IRA plan 
on the grounds that such group iRA plan may be encom- 
passed by the definition of “employee benefit plan” in Rule 
22d-1(f) under the Act; yet the proposed option may not be 
utilized by investors in individual IRAs. Applicant asserts that 
this result stems from the fact that the language of Rule 22d- 
1(f) is not broad enough to take into account the development 
of individual IRAs under ERISA, and asserts that there is no 
policy reason for this differing treatment. Applicant further 
asserts that the requested exemption from Section 22(d) of 
the Act would be consistent with the policies behind that 
Section and the rules thereunder. 


NOTICE IS FURTHER GIVEN that any interested person 
may, not later than December 24, 1976, at 5:30 p.m., submit 
to the Commission in writing a request for a hearing on the 
matter accompanied by a statement as to the nature of his 
interest, the reason for such request, and the issues, if any, of 
fact or law proposed to be controverted, or he may request 
that he be notified if the Commission should order a hearing 
thereon. Any such communication should be addressed: 
Secretary, Securities and Exchange Commission, Washing- 
ton, D.C. 20549. A copy of such request shall be served 
personally or by mail upon Applicant at the address stated 
above. Proof of such service (by affidavit, or in case of 
attorney-at-law by certificate) shall be filed contempora- 
neously with the request. As provided by Rule 0-5 of the 
Rules and Regulations promulgated under the Act, an order 
disposing of the application herein will be issued as of course 
following said date, unless the Commission thereafter orders 
a hearing upon request or upon the Commission’s own 
motion. Persons who request a hearing, or advice as to 
whether a hearing is ordered, will receive any notices and 
orders issued in this matter, including the date of the hearing 
(if ordered) and any postponements thereof. 


By the Commission. 


George A. Fitzsimmons 
Secretary 





' Section 408 of the Code provides for two general types of 
IRAs: a “group IRA” covering various employees of a single 
employer, or an “individual IRA” relating to only one em- 
ployee. 





— 








i 
| 
| 








ee 








INVESTMENT COMPANY ACT OF 1940 
Release No. 9545/November 30, 1976 


In the Matter of 


ANCHOR RESERVE FUND, INC. 
ANCHOR DAILY INCOME FUND, INC. 
Westminster at Parker 

Elizabeth, New Jersey 07207 


(812-4051) 


NOTICE OF APPLICATION PURSUANT TO SECTION 17(b) 
FOR ORDER EXEMPTING A PROPOSED TRANSACTION 
FROM SECTION 17(a) OF THE ACT 


NOTICE IS HEREBY GIVEN that Anchor Reserve Fund, Inc. 
(‘Reserve’) and Anchor Daily Income Fund, Inc. (“ADIF’’) 
(collectively, Applicants”), open-end, diversified manage- 
ment companies registered under the Investment Company 
Act of 1940 (‘Act’), filed an application on November 1, 1976 
pursuant to Section 17(b) of the Act for an order of the 
Commission exempting from the provisions of Section 17(a) 
of the Act the proposed reorganization of Reserve with and 
into ADIF. All interested persons are referred to the applica- 
tion on file with the Commission for a statement of the 
representations contained herein, which are summarized 
below. 


Applicants represent that Reserve was incorporated in Dela- 
ware on December 14, 1971, is authorized to issue one class 
of shares, and had net assets of $8,065,200 on September 
30, 1976; and that ADIF was incorporated in Maryland on 
July 19, 1974, is authorized to issue one class of shares, and 
had net assets of $33,496,000 on September 30, 1976. 


Applicants state that they have the same investment adviser, 
Anchor Corporation, a Delaware corporation (“Anchor’), serv- 
ing each Applicant pursuant to substantially identical agree- 
ments which provide for the same services by Anchor at the 
same rate of compensation. They additionally state that 
Anchor also serves as principal underwriter for Reserve, but 
not for ADIF which is a no-load fund and as such does not 
have a principal underwriter. it is also represented that the 
Boards of Directors of Applicants are identical, except that 
Mr. Leon T. Kendail, a director of Reserve, is not a director of 
ADIF; that Applicants have substantially identical executive 
officers and substantially similar governing instruments; and 
that each Applicant employs the same counsel, custodian 
and transfer agent, and auditors. Accordingly, Applicants 
state that each may be deemed to be under common control 
and, therefore, affiliated persons of each other pursuant to 
Section 2(a)(3)(C) of the Act. 


Applicants represent that they have essentially the same 
investment objectives, restrictions and policies; and that the 
difference between them is primarily that (1) ADIF is a no- 
load fund; and (2) shareholders of Reserve have an ex- 
change privilege permitting them to exchange their shares for 
shares in any other fund in the group of funds managed by 
Anchor, while such exchange privilege has to date not been 


available to stockholders of ADIF. They further represent that 
such privilege will be made available to ADIF shareholders 
effective January 1, 1977, and in their opinion Reserve's 
continued existence is no longer necessary. 


Accordingly, they have entered into an Agreement and Plan 
of Reorganization (“Agreement”), dated as of October 20, 
1976, pursuant to which Reserve will transfer substantially all 
of its assets and liabilities to ADIF in exchange for shares of 
ADIF, which shares will then be distributed to stockholders of 
Reserve in a plan of complete liquidation. Applicants state 
that the proposed transaction (‘Proposal’) is subject to the 
approval of the holders of a majority of Reserve's shares, and 
to the receipt of an opinion of counsel to the effect that the 
transfer of the assets of Reserve to ADIF constitutes a tax- 
free reorganization. 


Applicants represent that Reserve will transfer, at 10:00 a.m. 
on December 31, 1976, to ADIF all of its assets, except for its 
net income (a liquidating dividend of all net income earned 
through December 31, 1976 will be declared, payable to 
stockholders of record December 31, 1976); both Applicants 
will value their assets as provided in their respective charters 
and prospectuses as of the close of business on December 
31, 1976; and ADIF will issue to Reserve that number of 
shares of ADIF equal in value to the value of the assets of 
Reserve transferred to ADIF (presently expected to be 10 
shares of ADIF for each share of Reserve). 


Applicants state that a $2,500 minimum initial investment 
requirement of ADIF will be waived for stockholders of 
Reserve who become ADIF stockholders as a result of the 
proposed transfer of assets, and that ADIF wiii not exercise 
its option to close any account with a value of less than 
$1,000 with respect to such accounts. 


Applicants submit the right of accummulation, which applies 
to all of the Anchor Funds except ADIF and permits aggregat- 
ing shares of such funds for purposes of obtaining a reduced 
sales charge, will continue to apply to shares of Reserve 
exchanged for shares of ADIF. Each Applicant will bear its 
own expenses in connection with the Proposal. 


Section 17(a) of the Act, in pertinent part, provides that it shall 
be unlawful for any affiliated person of a registered invest- 
ment company, acting as principal, knowingly to sell to or 
purchase from such registered investment company any 
security or other property. Pursuant to Section 17(b) of the 
Act the Commission, upon application, may exempt a pro- 
posed transaction from the provisions of Section 17(a) if 
evidence establishes that the terms of the proposed transac- 
tion, including the consideration to be paid or received, are 
reasonable and fair and do not involve overreaching on the 
part of any person concerned, and the proposed transaction 
is consistent with the policy of each registered investment 
company concerned and with the general purposes of the 
Act. 


Applicants submit that the terms of the Proposal are fair and 
reasonable and do not involve overreaching on the part of 
any person concerned since shares of ADIF will be issued for 
shares of Reserve on the basis of the respective net asset 
values of each. Applicants further submit that the Proposal is 
consistent with the policies of each registered investment 
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company and with the general purposes of the Act, for the 
reasons set forth above. 


NOTICE IS FURTHER GIVEN that any interested person 
may, not later than December 24, 1976 at 5:30 p.m., submit 
to the Commission in writing a request for a hearing on the 
matter accompanied by a statement as to the nature of his 
interest, the reason for such request, and the issues, if any, of 
fact or law proposed to be controverted, or he may request 
that he be notified if the Commission should order a hearing 
thereon. Any such communication should be addressed: 
Secretary, Securities and Exchange Commission, Washing- 
ton, D.C. 20549. A copy of such request shall be served 
personally or by mail upon Applicant at the address stated 
above. Proof of such service (by affidavit, or in case of an 
attorney-at-law, by certificate) shall be filed contempora- 
neously with the request. As provided by Rule 0-5 of the 
Rules and Regulations promulgated under the Act, an order 
disposing of the application will be issued as of course 
following said date unless the Commission thereafter orders 
a hearing upon request or upon the Commission’s own 
motion. Persons who request a hearing, or advice as to 
whether a hearing is ordered, will receive any notices and 
orders issued in this matter, including the date of the hearing 
(if ordered) and any postponements thereof. 


For the Commission, by the Division of Investment Manage- 
ment, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





INVESTMENT COMPANY ACT OF 1940 
Release No. 9546/November 30, 1976 


In the Matter of 


EQUITY EXCHANGE FUND 
1500 Walnut Street 
Philadelphia, Pennsylvania 19102 


(812-4027) 


ORDER PURSUANT TO SECTION 6(c) OF THE ACT FOR 
EXEMPTION FROM SECTIONS 2(a)(3), 2(a)(19), AND 22(e) 
OF THE ACT 


Equity Exchange Fund (a Limited Partnership) (“Applicant”), 
an open-end, diversified, management investment company 
registered under the Investment Company Act of 1940 
(“Act”), filed an application on August 30, 1976 and amend- 
ments thereto on September 30, 1976 and October 13, 1976 
for an order, pursuant to Section 6(c) of the Act, exempting 
Applicant from Sections 2(a)(3), 2(a)(19), and 22(e) of the Act 
so that it may operate as a registered investment company 
while organized as a limited partnership. 


On October 15, 1976, a notice (Investment Company Act 
Release No. 9481) was issued on the filing of said applica- 
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tion. The notice gave interested persons an opportunity to 
request a hearing and stated that an order disposing of the 
application would be issued as of course unless a hearing 
should be ordered. No request for a hearing has been filed, 
and the Commission has not ordered a hearing. 


The matter has been considered, and it is found that the 
granting of the requested exemption is appropriate and in the 
public interest and consistent with the protection of investors 
and the purposes fairly intended by the policy and provisions 
of the Act. Accordingly, 


IT 1S ORDERED, pursuant to Section 6(c) of the Act, that the 
application for exemption, from the provisions of Sections 
2(a)(3), 2(a)(19), and 22(e) of the Act to the extent requested 
be, and hereby is, granted, effective forthwith. 


For the Commission, by the Division of Investment Manage- 
ment, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





INVESTMENT COMPANY ACT OF 1940 
Release No. 9547/November 30, 1976 


SEE 


SECURITIES ACT OF 1933 
Release No. 5772/November 30, 1976 





INVESTMENT COMPANY ACT OF 1940 
Release No. 9548/November 30, 1976 


In the Matter of 


F. G. MUTUAL FUND, INC. 
NEW WORLD FUND, INC. 
4680 Wilshire Boulevard 

Los Angeles, California 90051 


(812-4052) 


NOTICE OF FILING OF APPLICATION PURSUANT TO 
SECTION 17(b) OF THE ACT FOR AN ORDER EXEMPT- 
ING A PROPOSED TRANSACTION FROM SECTION 17(a) 
OF THE ACT 


NOTICE IS HEREBY GIVEN that F.G. Mutual Fund, Inc. 
(“F.G.”) and New World Fund, Inc. (“New World’) (hereinaf- 
ter collectively referred to as “Applicants’’), both registered 
under the Investment Company Act of 1940 (‘Act’) as 
diversified, open-end investment companies, filed an applica- 





























tion on November 4, 1976, pursuant to Section 17(b) of the 
Act, for an order of the Commission exempting from the 
provisions of Section 17(a) of the Act the proposed sale by 
F.G. of substantially all of its assets to New World in 
exchange for shares of New World. All interested persons are 
referred to the application on file with the Commission for a 
statement of the representations contained therein, which are 
summarized below. 


F.G., a California corporation, was organized in 1969, and as 
of September 30, 1976, had 271,778 shares outstanding and 
net assets of $2,032,589. New World, also a California 
corporation, was organized in 1962, and as of September 30, 
1976, had 662,180 shares outstanding and net assets of 
$7,530,375. Each of the Applicants employs Farmers New 
World Management Company (the “Adviser’), a wholly- 
owned subsidiary of Farmers Group, Inc. (FGI), as its 
investment adviser. The board of directors and the officers of 
each of the Applicants are identical. Navillus Associates, a 
partnership having as one of its four members Mr. Gerald J. 
Sullivan (“Sullivan”), a director of both Applicants, owns 
76,825 shares, or approximately 28.3%, of F.G. Mr. Thomas 
E. Leavey (“Leavey’), a director of both Applicants and 
Chairman of the Board of FGI, owns 15,278 shares, or 
approximately 5.6%, of F.G. 


F.G. and New World have entered into an Agreement and 
Plan of Reorganization, dated October 18, 1976, (‘Agree- 
ment’) providing for the acquisition of substantially all of the 
assets of F.G. by New World, and the liquidation and 
subsequent dissolution of F.G. The proposed transaction is 
contingent upon the receipt of a ruling from the Internal 
Revenue Service or an opinion of F.G.’s lega! counsel to the 
effect that the acquisition by New World of substantially all of 
the assets of F.G. solely in exchange for New World voting 
stock will constitute a tax-free reorganization, and that no 
gain or loss will be recognized by Applicants or their share- 
holders as the result of the transaction. The Agreement is 
subject to approval by the affirmative vote of at least a 
majority of the outstanding voting securities of F.G. If the 
Agreement is approved by shareholders at the annual share- 
holder's meeting called for December 30, 1976, it is antici- 
pated that the proposed transaction will take place on De- 
cember 31, 1976. 


At the closing date of the proposed transaction (‘Closing 
Date”) F.G. will transfer to New World all of its existing assets 
except for cash in an amount established to be sufficient to 
pay all liabilities of F.G. existing at the Closing Date and to 
pay the expenses of carrying out the Agreement, including 
the expenses of liquidation and dissolution. In addition, F.G. 
will retain cash for the purpose of paying dividends to 
shareholders equal to at least 90% of its undistributed net 
investment income, if any. The number of shares of New 
World to be issued to shareholders of F.G. will be determined 
on the basis of the relative net asset values per share (the 
“Exchange Ratio”) of each of the Applicants computed as of 
the close of the New York Stock Exchange (‘Exchange’) on 
the Closing Date. The net asset value per share of each of 
the Applicants will be determined by dividing the total value of 
the investments and other assets of each of the Applicants 
less any liabilities by the total number of shares outstanding. 
Upon consummation of the proposed transaction as contem- 
plated by the Agreement, each F.G. shareholder will have an 
account established in his name on the books of New World 


credited with the number of New World shares (including 
fractional shares carried to four decimal places) determined 
by multiplying the Exchange Ratio times the number of 
shares held by each such shareholder on the Closing Date. 
The Agreement provides that any unspent portion of funds 
retained by F.G. to pay liabilities and expenses of carrying out 
the Agreement will be delivered to New World in exchange 
for additional shares of New World valued at net asset value 
on the date of such delivery, and any such additional shares 
of New World will be distributed to the F.G. shareholders. 


As of September 30, 1976, New World and F.G. had total 
tax-loss carry-overs of $189,091 and $1,297, respectively. As 
of September 30, 1976, New World had net unrealized 
depreciation on investments of $652,974, and F.G. had net 
unrealized appreciation on investments of $46,577. Appli- 
cants have agreed that no adjustment need be made in the 
computation of Applicants’ respective net asset values to 
reflect any potential income tax impact on the shareholders of 
Applicants which might result from differences in proportion- 
ate amounts of realized and unrealized capital gains and 
losses in their respective portfolios. It is submitted that the 
actual impact of capital loss carry-overs and current net 
unrealized appreciation or depreciation is not readily deter- 
minable and would be largely a matter of speculation and 
would depend on many different factors, including each 
individual shareholder's personal tax status. If the proposed 
transaction had taken place on September 30, 1976, the 
shareholders of F.G. would have received approximately 
178,748 shares of New World or approximately 21.2% of the 
shares of New World. 


Applicants state that, because Sullivan and Leavey each own 
directly or indirectly more than 5% of the outstanding voting 
securities of F.G., F.G. is an affiliated person as defined by 
Section 2(a)(3) of the Act of both Sullivan and Leavey, who 
are affiliated persons of New World by virtue of their positions 
as directors of New World. In addition, since the boards of 
directors and officers of the Applicants are identical, the 
Applicants might be deemed to be under “common control’, 
and each of the Applicants might be deemed to be an 
“affiliated person” of the other. 


Section 17(a) of the Act provides, in pertinent part, that it is 
unlawful for any affiliated person of a registered investment 
company, or any affiliated person of such a person, know- 
ingly to sell to or purchase from such registered investment 
company any security or other property except securities of 
which the investment company is the issuer. Pursuant to 
Section 17(b) of the Act, the Commission, upon application, 
may grant an exemption from such prohibition after finding 
that the terms of the proposed transaction are fair and 
reasonable and do not involve overreaching on the part of 
any person concerned, and that the proposed transaction is 
consistent with the policy of each registered investment 
company concerned and the general purposes of the Act. 


Applicants submit that the terms of the proposed transaction 
are fair and reasonable and do not involve overreaching on 
the part of any person concerned, since the assets of F.G. 
are being sold to New World in exchange for shares of New 
World on the basis of the respective net asset values of the 
Applicants. Applicants represent that the shareholders of F.G. 
will benefit from a more favorable ratio of expenses to total 
net assets than would be experienced by F.G. as a separate 
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company because of the elimination of certain presently 
duplicated expenses. Applicants assert that F.G. sharehold- 
ers will also benefit from the elimination of the redemption 
charge on F.G. shares of 2° of $10.00 which ever is less; 
New World has no redemption charge. It is submitted that 
New World shareholders will also benefit from the acquisition 
of additional assets which will tend to reduce the ratio of 
operating expenses to total net assets. 


It is stated that the proposed transaction is consistent with the 
policies of both F.G. and New World and the general 
purposes of the Act. F.G.’s primary investment objective is 
long-term growth of capital with current income as an inciden- 
tal consideration. The primary investment objective of New 
World is long-term capital growth with current income as 
another but less important objective. Applicants submit that 
their investment restrictions are substantially similar. New 
World may invest no more than 20% of the value of its total 
assets in the securities of companies in any one industry; 
F.G. may invest up to 25% of the value of its assets. F.G. is 
permitted to borrow up to 5% of its gross assets valued at 
cost or market, whichever is lower, as a temporary measure 
for extraordinary or emergency purposes; New World may 
borrow for temporary emergency purposes only so long as 
the total amount of such borrowing at any time does not 
exceed 10% of its net assets valued at cost or market, 
whichever is lower, provided that immediately after any such 
borrowing New World has a 300% asset coverage for such 
borrowings. It is represented that neither of the Applicants 
has ever borrowed any money. New World may not invest in 
restricted securities; F.G. has no such policy. The investment 
policies and restrictions of New World will be continued if the 
proposed transaction is consummated. It is asserted that 
there are a number of overlapping positions in the portfolios 
of F.G. and New World and that, in the opinion of the Adviser, 
the Applicants’ portfolios are compatible and no sales of 
securities are expected to be required as a result of the 
proposed transaction. 


Each of the Applicants will bear its own expenses in connec- 
tion with the proposed transaction which are subject to the 
expense reimbursement provisions of the investment advi- 
sory contracts with the Adviser. The Adviser is required to 
reimburse New World for the amount of expenses, exclusive 
of interest and taxes, which exceed 1% of average daily net 
asset value of New World in a fiscal year; F.G. has a 11/2% 
expense reimbursement provision, exclusive of interest, taxes 
and brokerage commissions. New World's expense limitation 
will continue in effect if the proposed transaction is consum- 
mated. Under the foregoing expense reimbursement provi- 
sions, the Adviser reimbursed $4,618 in 1974, $2,388 in 
1975, and $1,937 in 1976 to F.G., and $1,464 in 1975 to New 
World. It is submitted that, on the basis of present costs and 
asset values, it is anticipated that no reimbursement would be 
required to be made if the proposed transaction is consum- 
mated, thus benefiting the Adviser by the amount of reim- 
bursement that would otherwise be required. 


NOTICE IS FURTHER GIVEN that any interested person 
may, not later than December 27, 1976, at 5:30 p.m., submit 
to the Commission in writing a request for a hearing on the 
matier accompanied by a statement as to the nature of his 
interest, the reason for such request, and the issues, if any, of 
fact or law proposed to be controverted, or he may request 
that he be notified if the Commission shall order a hearing 
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thereon. Any such communication should be addressed: 
Secretary, Securities and Exchange Commission, Washing- 
ton, D.C. 20549. A copy of such request shall be served 
personally or by mail upon Applicants at the address stated 
above. Proof of such service (by affidavit or in case of an 
attorney-at-law by certificate) shall be filed contempora- 
neously with the request. As provided by Rule 0-5 of the 
Rules and Regulations promulgated under the Act, an order 
disposing of the application will be issued as of course 
following said date unless the Commission thereafter orders 
a hearing upon request or upon the Commission's own 
motion. Persons who request a hearing, or advice as to 
whether a hearing is ordered, will receive any notices and 
orders issued in this matter, including the date of the hearing 
(if ordered) and any postponements thereof. 


For the Commission, by the Division of Investment Manage- 
ment, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





INVESTMENT COMPANY ACT OF 1940 
Release No. 9549/December 1, 1976 


In the Matter of 


THOMAS B. WALKER, JR. 
5111 First International Building 
Dallas, Texas 75270 


(812-4028) 


ORDER PURSUANT TO SECTION 17(b) OF THE ACT 
EXEMPTING A PROPOSED TRANSACTION FROM THE 
PROVISIONS OF SECTION 17(a) OF THE ACT 


Thomas B. Walker, Jr. (“Walker”) filed an application on 
September 16, 1976, and an amendment thereto on October 
26, 1976, pursuant to Section 17(b) of the Investment Com- 
pany Act of 1940 (‘Act’) for an order of exemption from 
Section 17(a)(1) of the Act to permit Walker to exchange 
shares of common stock of American Express Company with 
a market value of approximately $500,000 for units of limited 
partnership interest in State Street Exchange Fund (A Limited 
Partnership) (the “Fund”). 


On November 5, 1976, a notice was issued (Investment 
Company Act Release No. 9312) of the filing of the applica- 
tion. The notice gave interested persons an opportunity to 
request a hearing and stated that an order disposing of the 
application would be issued as of course unless a hearing 
should be ordered. No request for a hearing has been filed, 
and the Commission has not ordered a hearing. 


The matter having been considered, it is found that the terms 
of the proposed transaction are reasonable and fair and do 
not involve overreaching on the part of any person con- 
cerned, and that the proposed transaction is consistent with 
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the policies of the Fund and with the general purposes of the 
Act. Accordingly, 


IT IS ORDERED, pursuant to Section 17(b) of the Act, that 
the proposed transaction as set forth in the application be, 
and hereby is, exempted from the etepsipe of Section 17(a) 
of the Act, effective forthwith. 


For the Commission, by the Division of Investment Manage- 
ment, pursuant to delegated authority. 





INVESTMENT COMPANY ACT OF 1940 
Release No. 9550/December 1, 1976 


In the Matter of 


MASSACHUSETTS MUTUAL LIFE INSURANCE 
COMPANY 


and 


MASSMUTUAL INCOME INVESTORS, INC. 
1295 State Street 
Springfield, Massachusetts 01111 


(812-4042) 


NOTICE OF FILING OF APPLICATION FOR ORDER PUR- 
SUANT TO SECTION 17(d) OF THE ACT AND RULE 17-1 
THEREUNDER AND PURSUANT TO SECTION 17(b) OF 
THE ACT. 


NOTICE IS HEREBY GIVEN that Massachusetts Mutual Life 
Insurance Company (the “Insurance Company’), a mutual 
life insurance company organized under the laws of the 
Commonwealth of Massachusetts, and MassMutual Income 
Investors, Inc. (the “Fund’), a diversified, closed-end man- 
agement investment company registered under the Invest- 
ment Company Act of 1940 (‘Act’), (hereinafter collectively 
referred to as “Applicants’), filed an application on October 
15, 1976, and an amendmeni thereto on November 22, 1976, 
pursuant to Section 17(d) of the Act and Rule 17d-1 thereun- 
der for an order of the Commission permitting the Insurance 
Company to purchase $7,000,000 principal amount, and the 
Fund to purchase $1,000,000 principal amount, of a new 
issue of 9 3/4% Notes due in 1998 (the “New 1998 Notes’) of 
Sohio/BP Trans Alaska Pipeline Capital, Inc. (“Capital”) at 
100% of the principal amount thereof and permitting the Fund 
to consent to the amendment of an indenture (the “Inden- 
ture’) relating to a prior series of notes issued by Capital, or, 
in the event the Insurance Company purchases those Notes 
before the issuance of such order, for an order pursuant to 
Section 17(b) of the Act exempting from the provisions of 
Section 17(a) of the Act the sale by the Insurance Company 
of $1,000,000 principal amount of New 1998 Notes to the 
Fund. All interested persons are referred to the application on 
file with the Commission for a statement of the representa- 
tions contained therein, which are summarized below. 


According to the application, on November 13, 1975, acting 
pursuant to an order of the Commission (Investment Com- 
pany Act Release No. 8982), the Insurance Company pur- 
chased $37,000,000 principal amount of a prior series of 
notes (the “Old Notes’) issued by Capital, and the Fund 
purchased $3,000,000 principal amount of Old Notes. Appli- 
cants state that the Old Notes, which bear an interest rate of 
10 5/s%, were part of a direct placement of notes in an 
aggregate principal amount of $1,750,000,000. The Appili- 
cants state that Capital now proposes to issue additional 
notes in the aggregate amount of approximately 
$500,000,000, represented by the New 1998 Notes and 
another issue of 9 3/4% Notes due in 1993 to be issued 
together in a direct placement. As investment adviser for the 
Fund, the Insurance Company asserts that it believes that the 
New 1998 Notes would be an attractive investment for the 
Fund and that the Applicants would like to invest concurrently 
in these securities. The application states that the purchase 
by the Fund of $1,000,000 principal amount of the New 1998 
Notes at 100% of the principal amount thereof has been 
approved by the unanimous vote of the Board of Directors of 
the Fund, including all the “non-interested” directors. 


Applicants state that the New Notes will be secured by 
pledges (1) of 9 3/4% Guaranteed Notes of like maturities of 
Sohio Pipeline Company (“Sohio Pipeline”), a wholly-owned 
subsidiary of Standard Oil Company of Ohio (“Sohio”), in an 
aggregate principal amount equal to 67.8% of the New 
Notes, and (2) 9 3/4% Guaranteed Notes of like maturities of 
BP Pipelines, inc. (“BP Pipelines”), a wholly-owned subsidi- 
ary of the British Petroleum Company Limited (“BP”), in an 
aggregate principal amount equal to 32.2% of the New 
Notes. Applicants state further that Sohio will unconditionally 
guarantee principal and interest on such Guaranteed Notes 
of Sohio Pipeline, and that BP will unconditionally guarantee 
principal and interest on such Guaranteed Notes of BP 
Pipelines. In addition, Sohio has entered into a Completion 
Agreement and a Throughput Agreement with Sohio Pipeline 
and BP has entered into a Completion Agreement and a 
Financing Agreement with BP Pipelines. Applicants assert 
that, under these agreements, each of the parent companies 
is required to advance to its respective subsidiary sufficient 
funds, if necessary, to permit that subsidiary to meet all of its 
financial obligations as they become due. Capital is owned 
67.8% by Sohio Pipeline and 32.2% by BP Pipelines; Appli- 
cants further assert that Capital will lend 67.8% of the 
proceeds received by sale of the New Notes to Sohio 
Pipeline and 32.2% of the proceeds to BP Pipelines and that 
such companies will use the funds to finance portions of their 
respective shares of the cost of construction of the Trans- 
Alaska Pipeline System. 


The Applicants represent that the Indenture relating to the 
Old Notes prohibits Capital from incurring the additional 
indebtedness represented by the New Notes, and that the 
holders of the Old Notes have been asked to consent to an 
amendment of the Indenture to permit the sale of the New 
Notes. Applicants further represent that in return for the 
consent to the Amendment, Sohio has agreed to an addi- 
tional reduction, beyond that already contained in the Inden- 
ture, in it ability to sell Prudhoe Bay oil reserves. The 
Insurance Company submits that the New Notes will be 
backed not only by the revenues derived from the Prudhoe 
Bay oil but also by the guarantees of Sohio and BP for their 


SEC DOCKET/1103 








respective shares of the total issue, and that, therefore, the 
proposed amendment is a reasonable one. 


Applicants state that the Insurance Company does not hold 
any direct placement securities of Capital, Sohio Pipeline, 
Sohio, BP or BP Pipelines other than the $37,000,000 
aggregate principal amount of the Old Notes referred to 
above, but that, however, the Insurance Company and sev- 
eral of its accounts do hold certain publicly traded securities 
of Sohio and BP. Applicants state further that the Fund owns 
no securities of Capital, Sohio Pipeline, Sohio, BP or BP 
Pipelines other than the $3,000,000 aggregate principal 
amount of the Old Notes referred to above. 


Section 2(a)(3) of the Act includes, within the definition of the 
term “affiliated person” of an investment company, the invest- 
ment adviser to the investment company. Therefore, as the 
investment adviser to the Fund, the Insurance Company is an 
affiliated person of the Fund. 


Section 17(d) of the Act and Rule 17d-1 thereunder, taken 
together, provide, in part, that it is unlawful for an affiliated 
person of a registered investment company, acting as princi- 
pal, to effect any transaction in which such investment 
company is a joint participant, without the permission of the 
Commission. Rule 17d-1 provides, in part, that in passing 
upon applications for orders granting such permission, the 
Commission will consider (1) whether the participation of the 
investment company in such transaction on the basis pro- 
posed is consistent with the provisions, policies, and pur- 
poses of the Act, and (2) the extent to which such participa- 
tion is on a basis different from or less advantageous than 
that of other participants. Accordingly, Applicants have ap- 
plied for an order permitting the acquisition by the Insurance 
Company of $7,000,000 principal amount of New 1998 Notes 
at 100% of the principal amount thereof, and by the Fund of 
$1,000,000 principal amount of New 1998 Notes at 100% of 
the principal amount thereof, and permitting the Fund to 
consent to the amendment of the indenture relating to the Old 
Notes issued by Capital. 


The Insurance Company submits that its proposed acquisi- 
tion of the Notes is not disadvantageous to the Fund and is 
consistent with the provisions, policies and purposes of the 
Act. In the application, the Insurance Company asserts its 
view that an unequal division of the $8,000,000 aggregate 
principal amount of New 1998 Notes to be acquired between 
the Fund and the Insurance Company is appropriate in view 
of the investment policies of the Fund with: respect to 
concentration and investments in restricted securities. 


In support of this assertion, Applicants submit the following 
discussion. If one-half of the aggregate principal amount of 
New Notes offered to the Insurance Company ($4,000,000) 
were to be purchased by the Fund, then the total investment 
of the Fund in the debt securities of Capital would be 
$7,000,000, or almost 5.2% of its total assets of approxi- 
mately $134,000,000. The Fund is subject, however, to an 
investment restriction that, with ceriain exceptions not appli- 
cable to the proposed purchase of the New Notes, it may not 
invest more than 5% of the value of its total assets in the 
securities of any one issuer. Thus, the maximum investment 
the Fund would make in any issue at this time would be 
approximately $6,700,000. Since the Fund has invested 
$3,000,000 in the Old Notes, the maximum additional invest- 
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ment which the Fund could make in the New Notes would be 
approximately $3,700,000. Applicants further submit that if 
the Fund does acquire $1,000,000 aggregate principal 
amount of the New Notes, its investment in the Notes would 
constitute approximately 3% of its assets whereas, if the 
Insurance Company purchases $7,000,000 aggregate princi- 
pal amount of the New Notes, its investment in the Notes 
would constitute approximately 0.74% of its total assets as of 
June 30, 1976, and approximately 2.01% of the aggregate of 
its Direct Placement and Public Bond Portfolio as of such 
date. 


In the event the requested order is not issued before the 
issuance of the New 1998 Notes to the Fund, the Insurance 
Company proposes to acquire the entire $8,000,000 principal 
amount of New 1998 Notes, subject to the obligation to 
transfer $1,000,000 principal amount of New 1998 Notes to 
the Fund at cost plus accrued interest should an order of the 
Commission permitting such transaction be issued within 
three months of such acquisition. The Fund, however, is not 
obligated to purchase the New 1998 Notes from the Insur- 
ance Company and will not so purchase any of such Notes 
unless contemporaneously therewith a majority of the “non- 
interested” directors of the Fund has approved such pur- 
chase. 


Section 17(a) of the Act provides, in part, that it is unlawful for 
any affiliated person of a registered investment company 
knowingly to sell to such registered investment company any 
security or other property. Pursuant to Section 17(b) of the 
Act, the Commission, upon application, shall grant an exemp- 
tion from such prohibition if evidence establishes that the 
terms of the proposed transaction are fair and reasonable 
and do not involve overreaching on the part of any person 
concerned and that the proposed transaction is consistent 
with the policy of each registered investment company con- 
cerned and with the general purposes of the Act. 


Applicants seek an exemption pursuant to Section 17(b) of 
the Act permitting the sale by the Insurance Company to the 
Fund of $1,000,000 principal amount of New 1998 Notes in 
the event the requested order pursuant to Section 17(d) of 
the Act and Rule 17d-1 thereunder is not granted before the 
acquisition of the New 1998 Notes by the Fund. If no order of 
exemption is received, the $8,000,000 principal amount of 
New 1998 Notes will be retained for investment by the 
Insurance Company. 


Applicants assert that the terms of the proposed transfer of 
the $1,000,000 in principal amount of the New 1998 Notes 
from the Insurance Company to the Fund are reasonable, fair 
and free from overreaching. The consideration proposed to 
be paid by the Fund for the New 1998 Notes would equal the 
price paid by the Insurance Company for such Notes plus 
accrued interest. Applicants submit that the proposed trans- 
action is consistent with the policy of the Fund as recited in its 
registration statement and that the proposed transaction is 
consistent with the genera! purposes of the Act. 


NOTICE IS FURTHER GIVEN that any interested person 
may, not later than December 23, 1976, at 5:30 p.m., submit 
to the Commission in writing a request for a hearing on the 
matter accompanied by a statement as to the nature of his 
interest, the reason for such request, and the issues, if any, of 
fact or law proposed to be controverted, or he may request 

















that he be notified if the Commission shall order a hearing 
thereon. Any such communication should be addressed: 
Secretary, Securities and Exchange Commission, Washing- 
ton, D.C. 20549. A copy of such request shall be served 
personally or by mail upon Applicants at the address stated 
above. Proof of such service (by affidavit or, in the case of an 
attorney-at-law, by certificate) shall be filed contempora- 
neously with the request. As provided by Rule 0-5 of the 
Rules and Regulations promulgated under the Act, an order 
disposing of the application will be issued as of course 
following said date unless the Commission thereafter orders 
a hearing upon request or upon the Commission’s own 
motion. Persons who request a hearing, or advice as to 
whether a hearing is ordered, will receive any notices and 
orders in this matter, including the date of the hearing (if 
ordered) and any postponements thereof. 


For the Commission, by the Division of Investment Manage- 
ment, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





INVESTMENT COMPANY ACT OF 1940 
Release No. 9551/December 2, 1976 


In the Matter of 


G. T. PACIFIC FUND, INC. 
555 California Street 

Suite 2840 

San Francisco, California 94104 


(812-4049) 


NOTICE OF FILING OF APPLICATION PURSUANT TO 
SECTION 6(c) OF THE ACT FOR AN ORDER OF EXEMP- 
TION FROM SECTIONS 15(a) AND 16(a) OF THE ACT 


NOTICE IS HEREBY GIVEN that G. T. Pacific Fund, Inc. 
(“Applicant”), a Maryland corporation, registered under the 
Investment Company Act of 1940 (‘Act’), as a diversified, 
open-end management investment company. filed an appli- 
cation on October 29, 1976, and an amendment thereto on 
November 23, 1976, purusant to Section 6(c) of the Act for an 
order of exemption from Sections 15(a) and 16(a) of the Act 
to the extent necessary to permit G. T. Capital Management 
Corporation (‘““G. T. Management”) to serve as investment 
adviser of Applicant pursuant to a written investment advisory 
contract approved by Applicant's Board of Directors without 
the prior approval of the stockholders of Applicant, and to 
permit directors of Applicant to serve as directors without 
having been elected to such positions by the stockholders of 
Applicant, such exemptions to be effective until the first 
meeting of stockholders to be held within 180 days after the 
effective date of Applicant's Form S-5 Registration Statement 
filed under the Securities Act of 1933. All interested persons 
are referred to the application on file with the Commission for 
a statement of the representations contained therein, which 
are summarized below. 


Applicant asserts that it presently has no stockholders; that 
the members of its Board of Directors presently hold office 
pursuant to provisions -of Maryland law; and that it proposes 
to issue up to 1,000,000 shares of its Common Stock when 
its Form S-5 Registration Statement becomes effective. Ap- 
plicant also proposes to enter into an agreement with G. T. 
Management under which that company will serve as invest- 
ment adviser to Applicant. 


Section 15(a) of the Act provides, in part, that ‘{i]t shall be 
unlawful for any person to serve or act as investment adviser 
of a registered investment company, except pursuant to a 
written contract, which . .. has been approved by the vote of 
a majority of the outstanding voting securities of such regis- 
tered investment company. ...” Section 16(a) of the Act 
provides, with limited exceptions not here applicable, that 
“[njo person shall serve as a director of a registered invest- 
ment company unless elected to that office by the holders of 
the outstanding voting securities of such company, at an 
annual or a special meeting duly called for that purpose. . . .” 


Applicant represents that the proposed investment advisory 
contract (“Contract”) with G. T. Management will comply with 
the provisions of the Act in all respects, except that the 
adviser will initially serve as such before the Contract has 
been approved by stockholders as provided in Section 15(a) 
of the Act. Applicant also represents that the persons serving 
as directors of Applicant will meet all of the requirements of 
the Act, except that they will serve initially without having 
been elected to that office by the stockholders as provided by 
Section 16(a) of the Act. 


Applicant further represents that its entire Board of Directors 
will stand for election, and that the Contract will be presented 
for approval, at a meeting of stockholders to be held within 
180 days after the effective date of Applicant's Form S-5 
Registration Statement. Applicant represents that the pros- 
pectus used by Applicant in connection with the sale of its 
shares will contain full appropriate information concerning the 
investment advisory contract and the directors. 


Section 6(c) of the Act provides, in part, that the Commission 
may, upon application, conditionally or unconditionally ex- 
empt any person, security or transaction from any provision 
or provisions of the Act, if and to the extent that such 
exemption is necessary or appropriate in the public interest 
and consistent with the protection of investors and the 
purposes fairly intended by the policy and provisions of the 
Act. 


Applicant submits that the proposed postponement of formal 
shareholder action on the approval of the Contract and the 
selection of Applicant's directors is reasonable and fair and 
that the exemptions requested are necessary and appropriate 
in the public interest and consistent with the protection of 
investors and the purposes fairly intended by the policy and 
provisions of the Act. Applicant submits further that the 
requested exemptions are sought solely to facilitate the 
orderly establishment and initial operations of the Applicant. 


NOTICE IS FURTHER GIVEN that any interested person 
may, not later than December 27, 1976, at 5:30 p.m., submit 
to the Commission in writing a request for a hearing on the 
matter accompanied by a statement as to the nature of his 
interest, the reason for such request, and the issues, if any, of 
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fact or law proposed to be controverted, or he may request 
that he be notified if the Commission shall order a hearing 
thereon. Any such communication should be addressed: 
Secretary, Securities and Exchange Commission, Washing- 
ton, D.C. 20549. A copy of such request shall be served 
personally or by mail upon Applicants at the address stated 
above. Proof of such service (by affidavit or, in case of an 
attorney-at-law, by certificate) shall be filed contempora- 
neously with the request. As provided by Rule 0-5 of the 
Rules and Regulations promulgated under the Act, an order 
disposing of the application will be issued as of course 
following said date unless the Commission thereafter orders 
a hearing upon request or upon the Commission's own 
motion. Persons who request a hearing, or advice as to 
whether a hearing is ordered, will receive any notices and 
orders issued in this matter. including the date of the hearing 
(if ordered) and any postponements thereof. 


For the Commission, by the Division of Investment Manage- 
ment, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





INVESTMENT COMPANY ACT OF 1940 
Release No. 9552/December 2, 1976 


In the Matter of 


WELLINGTON FUND, INC. 
P.O. BOX 1100 
Valley Forge, Pennsylvania 19482 


(812-4011) 


ORDER PURSUANT TO SECTION 6(c) OF THE ACT FOR 
EXEMPTION FROM THE PROVISIONS OF SECTIONS 
22(c), 22(d) AND 22(f) OF THE ACT. 


Wellington Fund, Inc., an open-end, diversified, management 
investment company registered under the Investment Com- 
pany Act of 1940 (“Act”), filed an application on August 17, 
1976, and amendments thereto on September 30, 1976, and 
October 26, 1976, for an order of the Commission pursuant to 
Section 6(c) of the Act exempting Applicant from the provi- 
sions of Sections 22(c), 22(d) and 22(f) of the Act regarding 
an exchange of its shares for substantially all the assets of 
Ajax Investments, Inc. 


On November 5, 1976, a notice (Investment Company Act 
Release No. 9511) was issued of the filing of said application. 
The notice gave interested persons an opportunity to request 
a hearing and stated that an order disposing of the applica- 
tion would be issued as of course unless a hearing should be 
ordered. No request for a hearing has been filed, and the 
Commission has not ordered a hearing. 


The matter has been considered, and it is found that the 
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granting of the requested exemption is appropriate and in the 
public interest and consistent with the protection of investors 
and the purposes fairly intended by the policy and provisions 
of the Act. Accordingly, 


IT IS ORDERED, pursuant to Section 6(c) of the Act, that the 
application for exemption from the provisions of Sections 
22(c), 22(d) and 22(f) of the Act to the extent requested be, 
and hereby is, granted, effective forthwith. 


For the Commission, by the Division of Investment Manage- 
ment, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 








INVESTMENT ADVISERS ACT OF 1940 





INVESTMENT ADVISERS ACT OF 1940 
Release No. 554/November 30, 1976 


SEE 


SECURITIES ACT OF 1933 
Release No. 5772/November 30, 1976 





INVESTMENT ADVISERS ACT OF 1940 
Release No. 555/December 1, 1976 


In the Matter of 


DISCOUNT CORPORATION OF NEW YORK 
58 Pine Street 
New York, New York 10005 


File No. 803-5 


ORDER PURSUANT TO SECTION 206A OF THE INVEST- 
MENT ADVISERS ACT OF 1940 GRANTING EXEMPTIONS 
FROM ALL PROVISIONS OF THE ACT EXCEPT SECTION 
206 OF THE ACT 


On November 2, 1976, a notice was issued (Investment 
Advisers Act Release No. 548) of the filing of an application 
by Discount Corporation of New York (‘Discount’) pursuant 
to Section 206A of the Investment Advisers Act of 1940 
(“Act”) for an order of exemption from all provisions of the 
Act, except the antifraud provisions in Section 206 of the Act, 
to the extent they may be applicable to Discount. 

















The notice gave interested persons an opportunity to request 
a hearing and stated that an order disposing of the applica- 
tion would be issued as of course unless a hearing should be 
ordered. No request for a hearing has been filed, and the 
Commission has not ordered a hearing. 


The matter having been considered, it is found that the 
granting of the requested exemptions is appropriate in the 
public interest and consistent with the protection of investors 
and the purposes fairly intended by the policy and provisions 
of the Act. Accordingly, 


IT IS ORDERED, pursuant to Section 206A of the Act, that 
the application for exemptions from all provisions of the Act 
except the antifraud provisions in Section 206 of the Act to 
the extent they may be applicable be, and it hereby is, 
granted, effective forthwith. 


By the Commission. 


George A. Fitzsimmons 
Secretary 





INVESTMENT ADVISERS ACT OF 1940 
Release No. 556/December 1, 1976 


ADMINISTRATIVE PROCEEDING 
FILE NO. 3-5129 


In the Matter of 


CAPITAL CONSULTANTS, INC., 
JEFFREY LLOYD GRAYSON, 
CHARLES JOSEPH SWINDELLS and 
FRANK ERNEST WEHLING, JR. 

One Southwest Columbia Street 
Portland, Oregon 


ORDER INSTITUTING PROCEEDINGS AND IMPOSING 
REMEDIAL SANCTIONS 


Having been advised of a proposed administrative proceed- 
ing by the Commission, Capital Consultants, Inc. (“CCI”), a 
registered investment adviser, Jeffrey Lloyd Grayson, Presi- 
dent of CCl, Charles Joseph Swindells, Executive Vice- 
president of CCl, and Frank Ernest Webhling, Jr., Vice- 
president of CCi, have submitted an offer of settlement which 
the Commission has determined to accept. Solely for the 
purpose of these proceedings, and without admitting or 
denying the findings herein, Respondents consent to the 
findings and sanctions set forth below. 


Accordingly, IT IS ORDERED that proceedings pursuant to 
Sections 203(e) and (f) of the Investment Advisers Act of 
1940 be, and they hereby are, instituted. 


As a result of an investigation, the Division of Enforcement 
alleges and, on the basis of the offer of settlement, the 


Commission finds that during June 1974 CCI wilfully violated, 
and Grayson, Swindells and Wehling wilfully aided and 
abetted violations of Section 206 of the Investment Advisers 
Act of 1940 in that said persons (herein sometimes referred 
to collectively as “Respondents’’), while causing CCl to 
purchase for its clients securities in the form of real estate 
mortgage loan participation certificates purchased and sold 
by Great Western Mortgage Co., Inc. (“GWMC”) and invest- 
ment certificates issued and sold by GWMC, made state- 
ments to the clients that such purchases had been made, 
and in so doing omitted to state material facts necessary in 
order to make the statements made, in light of the circum- 
stances under which they were made, not misleading, which 
omitted facts were substantially as follows: 


a. Respondents had reason to believe that GWMC had 
not maintained adequate books and records; that 
GWNMC was insolvent or on the verge of insolvency; 
and that GWMC might be unable to redeem its invest- 
ment certificates and pay other debts, including mort- 
gage loans, as they matured; 


b. In two instances, although Respondents received 
documentation ostensibly protecting Respondents’ 
clients, Respondents had reason to doubt whether 
assignments to its clients of mortgage loan participation 
certificates purchased from GWMC were valid, and 
hence reason to doubt whether the clients could en- 
force guarantees of such certificates by the banks 
making the loans; 


c. In one of the two instances aforesaid, as Respond- 
ents knew, the certificate was one which GWMC had 
repurchased from one of CCl’s other clients because 
the certificate involved a mortgage loan to GWMC, 
GWWMC had recently been in default on the loan, and 
the other client was concerned as to the safety of the 
investment; 


d. In the other of the instances aforesaid, as Respond- 
ents knew, the client's funds were paid by GWMC, not 
to the bank which issued the certificates or to a former 
holder of the certificate, but to yet another client of CCI 
whose advance of funds to GWMC had been found to 
be unsecured by any mortgage, participation certificate 
or other guarantee. Before the repayment just men- 
tioned, CCI had caused the latter client to renew its 
loan to GWMC without disclosing to the client that, 
contrary to representations made by GWMC when the 
loan originated, the loan was not secured, and that at 
the time of renewal GWMC did not have funds to pay 
such loan if demand for payment had been made. 


In view of the foregoing, it is in the public interest to impose 
the sanctions specified in the offers of settlement. 


Accordingly, IT IS ORDERED as follows: 
1. Capital Consuitants, Inc. is hereby censured. 
2. Each individual respondent is hereby suspended 
from association with any broker, dealer, investment 
adviser or investment company, without any form of 


compensation or accrual of compensation attributable 
to the period of suspension, for a period of two weeks, 
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the suspension period for one respondent to com- 
mence at the opening of business on the second 
Monday after entry of this order, the suspension period 
for a second respondent to commence at the opening 
of business on the fourth Monday after entry of this 
order, and the suspension period for the third respond- 
ent to commence at the opening of business on the 
sixth Monday after entry of this order. 


In addition, as part of their offer of settlement, the respond- 
ents have made undertakings which the Commission has 
determined to accept. These undertakings are as follows: 


1. To resolve respondents’ disputes with clients or 
former clients arising out of the allegations contained in 
paragraphs b, c, and d of this Order. 


2. Capital Consultants, Inc. shall, in respect to invest- 
ment advisory services rendered during the calendar 
quarter ended September 30, 1974, promptly credit 
each client with an amount equal to one-thirteenth of 
the fees collected from such client for the quarter, in 
accordance with the regular scale of fees established 
with the client by written agreement or otherwise; 


3. Capital Consultants, Inc. shall promptly mail a true 
copy of this order to each of its current clients, and 
each of its former clients, who invested at its recom- 
mendation in certificates sold by Great Western Mort- 
gage Co., Inc.; and 


4. Each individual respondent shall on his own behalf 
and on behalf of Capital Consultants, Inc. file an 
affidavit with the Commission in this proceeding, as 
soon as this order has been complied with, certifying 
that it has been complied with. 


By the Commission. 


George A. Fitzsimmons 
Secretary 





INVESTMENT ADVISERS ACT OF 1940 
Release No. 557/December 2, 1976 


SEE 


SECURITIES EXCHANGE ACT OF 1934 
Release No. 13029/December 2, 1976 
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Litigation Release No. 7665/November 29, 1976 
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SEC v. P&A SALVAGE CORPORATION, D/B/A 
PASCO OPERATING COMPANY, ET AL 
(S.D. Tex.) 


76-H-1898 


Richard M. Hewitt, Administrator of the Fort Worth Regional 
Office of the Securities and Exchange Commission, today 
announced the filing on November 15, 1976, of a Complaint 
in Federal District Court at Houston, Texas, against P&A 
Salvage Corporation, d/b/a Pasco Operating Company, Ber- 
nell A. Becker, Emanuel N. Bender, Robert S. Bender and 
Robert S. Traisin, all of Houston, seeking to enjoin the 
defendants from further violations of the registration and 
antifraud provisions of the federal securities laws and the 
appointment of a receiver for defendant P&A Salvage Corpo- 
ration. 


The Complaint alleged violations of the registration and 
antifraud provisions of the federal securities laws in connec- 
tion with the offer and sale of investment contracts in the form 
of limited partnership interests and fractional undivided work- 
ing interests in oil and gas leases located in Nueces, Jack- 
son, Matagorda, Duval, Guadalupe, Harris, San Patricio, and 
Bee Counties, Texas, and Acadia Parish, Louisiana, issued 
by P&A Salvage Corporation, d/b/a Pasco Operating Com- 
pany. 


The Complaint also alleges that in connection with the offer 
and sale of the above described securities, Becker, E. N. 
Bender, R. S. Bender and Traisin made misrepresentations 
of material facts and omitted to state material facts concern- 
ing, among other things, the risk involved in investments in oil 
and gas interests; the amount of income an investor could 
expect to receive from an investment in oil and gas interests; 
the financial condition of the issuer; the payment of commis- 
sions to salesmen from the sale of interests; and the commin- 
gling of investors funds with those of other investors. 


The Complaint also alleges that defendant P&A Salvage 
Corporation, d/b/a Pasco Operating Company is insolvent 
because it is unable to meet its current obligations as they 
become due. 


Federal District Judge Robert O’Connor has set a hearing for 
December 14, 1976 on the Commission's Motion for Prelimi- 
nary Injunction and the Appointment of a Temporary Re- 
ceiver. 





Litigation Release No. 7666/November 29, 1976 


SEC v. E. J. ALBANESE & CO., INC. ET AL. 
76 Civil Action File No. 4788 (EW) (S.D.N.Y. 1976) 


William D. Moran, Administrator of the New York Regional 
Office of the Securities and Exchange Commission, an- 
nounced that on October 28, 1976 the Commission filed a 
complaint in the United States District Court for the Southern 
District of New York, seeking a temporary restraining order, 














preliminary and permanent injunctions, and the appointment 
of a temporary receiver, against E. J. Albanese & Co., Inc. 
(“Registrant”), a registered broker-dealer, Eugene J. Al- 
banese (“Albanese”), its president, secretary, treasurer, di- 
rector, and sole shareholder, and James John Masiello 
(“Masiello”), an employee. 


The complaint alleged that Registrant violated, and Albanese 
and Masiello aided and abetted the violation of, Section 17(a) 
of the Securities Exchange Act of 1934 (‘Exchange Act’) and 
Rules 17a-3, 17a-4 (“Bookkeeping Rules”), and 17a-11 
(“Supplemental Reporting Requirements”), thereunder. The 
complaint alleged that Registrant, aided and abetted by 
Albanese and Masiello, failed to make, maintain, and pre- 
serve accurate and current books and records from at least 
June 1976 to October 28, 1976. Furthermore, the complaint 
alleged that Registrant, aided and abetted by Albanese and 
Masiello, failed to telegraphically notify the Commission of 
Registrant's failure to maintain current and accurate books 
and records. 


On October 30, 1976, the Honorable Edward Weinfeld, U.S. 
District Judge, appointed a temporary receiver for Registrant 
upon the consents of Registrant and Albanese. On Novem- 
ber 4, 1976 Judge Weinfeld appointed a trustee to liquidate 
Registrant pursuant to the provisions of the Securities Inves- 
tor Protection Act of 1970. 


On November 11, 1976, Judge Weinfeld issued a “Final 
Judgment of Permanent Injunction by Consent” enjoining 
Registrant and Albanese from further violations of the above 
section and rules. Registrant and Albanese consented to the 
entry of the order of permanent injunction without admitting or 
denying the allegations in the Commission's complaint. 


The staff of the National Association of Securities Dealers, 
Inc. furnished assistance to the Commission's staff in con- 
nection with this matter. 





Litigation Release No. 7667/November 29, 1976 


SEC v. FRANK J. KIRBY, ET AL (D. NEBR., Civil Action No. 
76-0-339) 


Robert H. Davenport, Administrator of the Denver Regional 
Office of the U.S. Securities and Exchange Commission, 
announced that on November 15, 1976 the Honorable Robert 
V. Denney, U.S. District Judge in Omaha, Nebraska, entered 
a final judgment of permanent injunction against Frank J. 
Kirby of Omaha who consented, without admitting or denying, 
to the entry of the judgment enjoining him from violating 
certain registration and antifraud provisions of the federal 
securities laws in connection with the offer and sale of 
securities, fractional undivided interests in the Moye lease, 
Converse County, Wyoming and the Lane lease, Morrill 
County, Nebraska or any other securities of any other issuers 
whatsoever. 


For further information see litigation release no. 7558. 





Litigation Release No. 7668/November 29, 1976 


SEC v. GREER-JONES OIL COMPANY, INC., ET AL Cl-76- 
1242 (W.D. La.) 


Richard M. Hewitt, Administrator of the Fort Worth Regional 
Office, today announced that on November 22, 1976 Federal 
District Judge Tom Stagg, at Shreveport, Louisiana, entered 
Orders of Permanent Injunction by Consent against Greer- 
Jones Oil Company, Inc., Robert Jones, Greer Oil Company, 
Inc., Orlan B. Greer and Cecil Bland, all of Shreveport, 
enjoining them from violations of the registration and antifraud 
provisions of the federal securities laws. The defendants 
consented to the entry of the Orders of Permanent Injunction 
without admitting or denying the allegations contained in the 
Commission's complaint. 


The complaint, which was filed November 19, 1976, alleged 
that the defendants violated the registration and antifraud 
provisions in connection with the offer and sale of fractional 
undivided working interests in oil and gas leases located in 
Sabine Parish, Louisiana, issued by Greer-Jones Oil Com- 
pany, Inc. and Greer Oil Company, !nc. The complaint further 
alleged that the defendants made numerous misrepresenta- 
tions and omissions to investors concerning, among other 
things, the production which had been achieved from wells 
which had previously been drilled in Sabine Parish, Louisi- 
ana. 





Litigation Release No. 7669/November 29, 1976 


U.S. v. WILLIAM P. MAROSKI 
(W.D. La.) CR 76-588 


Richard M. Hewitt, Administrator of the Fort Worth Regional 
Office of the Securities and Exchange Commission, and Don 
E. Walter, United States Attorney for the Western District of 
Louisiana, today announced that on November 19, 1976, 
Federal District Judge Ben C. Dawkins, Jr. at Shreveport, 
sentenced William P. Maroski, Shreveport, to six months 
imprisonment and a fine of $25,000 after Maroski pleaded 
guilty to two counts of an Information charging him with 
criminal contempt of an Order of Permanent Injunction previ- 
ously entered by Judge Dawkins on May 26, 1972. 


The Information alleged that Maroski, in knowing and wilfull 
disobedience of the court's order of May 26, 1972, offered 
and sold fractional undivided working interests in oil and gas 
leases issued by Apollo Oil Corporation and Oil and Gas 
Producers, Inc., both of Shreveport, formerly of El Paso, 
Texas, without complying with the registration and anti-fraud 
provisions of the federal securities laws. 


For further information see Litigation Release Nos. 7359, 
7362, and 7496. 
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Litigation Release No. 7670/November 29, 1976 


SEC v. ANDREW SPENCE, SR 
73-H-998 (S.D. Tex.) 


Richard M. Hewitt, Administrator of the Fort Worth Regional 
Office of the Securities and Exchange Commission, today 
announced the entry of an Order of Permanent Injunction in 
Federal! District Court at Houston, Texas, on November 19, 
1976, against Andrew Spence, Sr., Crosby, Texas. The order 
enjoins defendant Spence from further violations of the 
registration and anti-fraud provisions of the federal securities 
laws. 


The order was entered pursuant to the granting of a Motion 
for Summary Judgment by Federal District Judge Carl O. 
Bue, Houston. In granting the Commission’s Motion for 
Summary Judgmenis without hearing, Judge Bue issued a 
22-page Memorandum and Opinion detailing the history of 
the case and the grounds for granting the SEC’s motion. The 
Opinion stated that the Court found no material issue of fact 
to exist based on documentary evidence and the record of 
previous proceedings which have been filed with the Court. 


The Court also stated in its Opinion that the Motion for 
Summary Judgment was granted because of the defendant's 
failure to respond to the Commission's Motion as required in 
the Federal Rules of Civil Procedure. 


For further information see Litigation Releases No. 5989 and 
7591. 





Litigation Release No. 7671/November 29, 1976 


United States v. James G. McCollom, et al 
CR-3-76-132 (N.D. Tex.) 


Richard M. Hewitt, Regional Administrator of the Fort Worth 
Regional Office, and Michael P. Carnes, United States Attor- 
ney for the Northern District of Texas, today announced that 
on November 19, 1976 James G. McCollom, Kyle G. Bretz, 
and James L. Cockrell, all of Dallas, Texas, Troy E. Becker of 
Seattle, Washington and Theodore M. Dunkle, San Diego, 
California, were convicted by a federal.iury at Dallas of a total 
of 16 counts each of mail fraud, wire fraud, interstate 
transportation of stolen property and conspiracy in connection 
with the offer and sale of purported call options for silver 
bullion and refining contracts issued by Tex-A-Chief, Inc. and 
Kyle Bretz Enterprises, Inc., both of Dallas. 


The indictment alleged that the defendants conspired to sell 
and sold cali options for silver bullion and refining contracts to 
investors based on the defendants’ ability, through secret 
processes, to extract silver from low-grade, graphitic schist 
ore located on property near Llano, Texas. The indictment 
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further alleged that no such secret processes exist and that 
the ore in question did not contain silver in commercial 
quantities. 


Major assistance was rendered by the Postal Inspection 
Service and the Federal Bureau of Investigation. 


For further information, see Litigation Release Nos. 7205, 
7278 and 7321A. 





Litigation Release No. 7672/November 29, 1976 


U.S. v. COPELAND 
(N.D. TEX.) (3-76-307) 


Richard M. Hewitt, Regional Administrator of the Fort Worth 
Regional Office of the Securities and Exchange Commission, 
and Michael P. Carnes, United States Attorney for the 
Northern District of Texas, today announced that on Novem- 
ber 9, 1976, a federal grand jury at Dallas, Texas, returned a 
seven-count indictment against Randy Copeland, Dallas, 
Texas. 


The indictment charges Copeland with three counts of mail 
fraud, one count of securities fraud, two counts of securities 
registration violations, and one count of criminal contempt of 
a preliminary injunction entered against Copeland by the 
United States District Court at Dallas on September 8, 1971. 


The indictment relates to the offer and sale by Cope-Land Oil 
and Gas Company of fractional undivided working interests in 
an oil and gas lease locaied in Schleicher County, Texas. 


For additional information, see Litigation Release Nos. 5134, 
5162 and 7553. 





Litigation Release No. 7673/November 29, 1976 


SEC v. CLINTON OIL COMPANY (Dist. of Kan.) 
W-5020 


Richard M. Hewitt, Administrator of the Fort Worth Regional 
Office, announced that on November 15, 1976, Federal! 
District Judge Wesley M. Brown in Wichita, Kansas, entered 
an order permanently enjoining Duncan A. Bruce of New 
York City from further violations of the registration and 
antifraud provisions of the federal securities laws in connec- 
tion with the offer and sale of program units and common 
stock of the Clinton Oil Company. 


For further information, see Litigation Releases Nos. 5693, 
5715, 5798 and 7554. 























Litigation Release No. 7674/November 29, 1976 


SEC v. NATIONAL FARMERS ORGANIZATION, et al 
(S.D.) 1A.) 

CONSOLIDATED ACTIONS, CIVIL ACTION NOS. 74-162-1 
AND 74-241-1 


William D. Goldsberry, Regional Administrator of the Chicago 
Regional Office, announced that on November 19, 1976, the 
Honorable Wiiliam C. Stuart, United States Judge for the 
Southern District of lowa, entered a Final Judgment of 
Permanent injunction against NFO Members’ Custodial Ac- 
count, an Express Trust, and Robert Shoup, Willis Rowell 
and Robert Kessler, as Trustees of NFO Members’ Custodial 
Account, an Express Trust. The injunction enjoins the afore- 
mentioned Trust and its individual trustees from violating the 
anti-fraud provisions of the Federal securities laws in connec- 
tion with the offer and sale of securities issued by NFO 
Members’ Custodial Account, an Express Trust, or any other 
issuer. NFO Members’ Custodial Account, an Express Trust, 
and Robert Shoup, Willis Rowell and Robert Kessler, as 
Trustees of NFO Members’ Custodial Account, an Express 
Trust, consented to the entry of the permanent injunction, 
without admitting or denying the allegations of the Commis- 
sion’s complaint filed in Civil Action No. 74-141-1. 


For more information see Litigation Release Nos. 6518 and 
7041. 





Litigation Release No. 7675/November 30, 1976 


U.S. v. Martin Kingshill Ill, et al 
(USDC E.D. La. Criminal Docket No. 76-654) 


Gerald J. Gallinghouse, United States Attorney for the East- 
ern District of Louisiana and Richard M. Hewitt, Administrator 
of the Fort Worth Regional Office of the Securities and 
Exchange Commission today announced that on November 
18, 1976, a federal grand jury in New Orleans, Louisiana, 
returned a 45-count indictment charging Martin Kingshill lil, 
Metairie, Louisiana; John Earnest Faletti, Irving, Texas; Wil- 
liam Brewer, Dallas, Texas; Gerald Dixon Fletcher, address 
unknown; Kenneth Raymond Barnes, address unknown; 
and Southern Crude Oil and Gas Co., Inc., Metairie, Louisi- 
ana, with violations of the conspirary, wire fraud and securi- 
ties fraud statutes in connection with the offer and sale of 
fractional undivided working interests in oil and gas leases 
located in Texas and Nebraska issued by Southern Crude Oil 
and Gas Co., Inc. 


The indictment alleges that the defendants defrauded inves- 
tors throughout the United States in inducing them to pur- 
chase fractional undivided working interests in oil and gas 
leases using high pressure long distance sales methods 
which contained numerous false and misleading representa- 


tions and omissions of material fact concerning, among other 
things, the risk involved, the used of proceeds, the tax effect 
of the investment and the prior success of the company. 


Material assistance in the investigation leading to the return 
of the indictment was rendered by the Federal Bureau of 
Investigation. 


For further information see Litigation Releases No. 7342 and 
7522. 





Litigation Release No. 7676/November 30, 1976 


SEC v. TRANS WORLD OIL & GAS CORPORATION, ET 
AL (S/D TEX.) 


Richard M. Hewitt, Administrator of the Fort Worth Regional 
Office of the Securities and Exchange Commission, today 
announced that on November 19, 1976, an Order of Perma- 
nent Injunction by Consent was entered by Federal District 
Judge Carl O. Bue at Houston, Texas, against Trans World 
Oil & Gas Corporation and Ralph B. Schoter d/b/a United 
States Oil & Gas Company, a partnership, both of Houston, 
Texas. 


The Order entered permanently enjoined Trans World Oil & 
Gas Corporation and Schoter from further violations of the 
securities registration and antifraud provisions of the federal 
securities laws. The defendants consented to the entry of the 
Order without admitting or denying the allegations in the 
Commission's Complaint. 


The Commission's Complaint alleged that Trans World Oil & 
Gas Corporation and Schoter violated the registration and 
antifraud provisions of the federal securities laws in connec- 
tion with the offer and sale of fractional undivided working 
interests in oil and gas leases located in Duval County, 
Texas, issued by Trans World Oil & Gas Corporation. 


For further information, see Litigation Release No. 7614. 





Litigation Release No. 7677/December 1, 1976 


SEC v. JERRY FIELDS 
CV 76-3167-RJK USDC C.D. Cal. 


Gerald E. Boltz, Administrator of the Los Angeles Regional 
Office of the Securities and Exchange Commission, an- 
nounced that on October 13, 1976, the Honorable Robert J. 
Kelleher, Judge, United States District Court, Central District 
of California, at Los Angeles, entered an order of permanent 
injunction by consent against Jerry Fields of Los Angeles. 
Fields consented to the entry of the permanent injunction 
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without admitting or denying the allegations in the Commis- 
sion’s complaint. 


The complaint filed by the Commission on October 7, 1976 
charged that Fields, a director of Petrolane, inc., a Long 
Beach, California, based corporation, violated the federal 
securities laws by utilizing confidential, non-public information 
obtained as a director of Petrolane, to purchase and sell 
securities for his own account. 


Under the order of the Court, Fields is permanently enjoined 
from violations of the anti-fraud provisions of the Securities 
Exchange Act of 1934, and has been directed to contribute 
any profits realized from his alleged activities to charity. 


For further information see Litigation Release No. 7610. 





Litigation Release No. 7678/December 1, 1976 


SEC v. CONTINENTAL GOLD & SILVER CORPORATION, 
ET AL. (D. UTAH, Civil Action File No. C 75-414) 


Robert H. Davenport, Administrator of the Denver Regional 
Office of the Securities and Exchange Commission, today 
announced that on November 15, 1976, the Honorable Willis 
W. Ritter, Chief Judge of the Federal District Court in Salt 
Lake City, Utah, signed an Order of Permanent Injunction 
against Colonial Securities, Inc. (Colonial), and Pasquale 
Catizone of Morristown, New Jersey. Colonial is a Jersey 
City, New Jersey OTC stockbroker that formerly did business 
in New York City, New York. Mr. Catizone is the president 
and majority stockholder of Colonial. The Order enjoins them 
from violating the registration and antifraud provisions of the 
federal securities laws in connection with the offer and sale of 
the common stock of Continental Gold and Silver Corpora- 
tion, or any other securities. Mr. Catizone and Colonial both 
consented to the Order without admitting and without denying 
the allegations against them. 


For :further information see Litigation Release Nos. 7139, 
7223, 7250 and 7599. 





Litigation Release No. 7679/December 1, 1976 


U.S. v. BRUCE A. JENSEN, (D. UTAH Criminal Action No. 
CR-76-114) 


Robert H. Davenport, administrator of the Denver Regional 
Office of the Securities and Exchange Commission, and 
Ramon M. Child, U.S. Attorney for the District of Utah, jointly 
announce the return of an indictment by a U.S. Grand Jury 
on November 17, 1976, against Bruce A. Jensen of Salt Lake 
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City, Utah. Bruce A. Jensen, who was the President and 
Manager of Associated Underwriters, Inc., a broker-dealer of 
Salt Lake City, was charged in the indictment with securities 
fraud under the Securities Act of 1933 in activities involving 
securities of Western Oil Development Corporation, General 
Investment Corporation, New Era Industries Corporation, 
Scientific Environment Corporation and Dyna-Flex Corpora- 
tion. The activities included representations made to investors 
concerning options and converter agreements. 





Litigation Release No. 7680/December 1, 1976 


U.S. v. William H. Brown, et al. 
(W.D. Pennsylvania, Criminal Action No. 76-281) 


Paul F. Leonard, Administrator of the Washington Regional 
Office (“WRO”) of the Securities and Exchange Commission 
(“Commission”), Thomas H. Monahan, Assistant Regional 
Administrator of the Philadelphia Branch Office (“PBO”) of 
the Securities and Exchange Commission and Blair A. Grif- 
fith, United States Attorney for the Western District of Penn- 
sylvania, announced that on November 19, 1976, a federal 
grand jury sitting in Pittsburgh, Pennsylvania, returned a 
twenty-two (22) count indictment charging William H. Brown 
(“Brown”) of Gibsonia, Pennsylvania; Dale R. McDonald 
(“McDonald”) of Butler, Pennsylvania; and Robert E. Lindsay, 
(“Lindsay”) of Butler, Pennsylvania; with conspiracy, mail 
fraud, securities fraud and the sale of unregistered securities. 


Defendant Brown is the vice-president of Investors Security 
Leasing Corporation (“Leasing”) and former president of 
Investors Security Corporation (“ISC"”), a broker-dealer in 
Monroeville, Pennsylvania. Defendant McDonald is the presi- 
dent of Leasing and a former registered representative for 
ISC. Defendant Lindsay was a salesman for Leasing and 
registered represeniative for ISC. 


The indictment, which was the result of an investigation by 
staff members of the U.S. Attorney's Office, Pittsburgh, 
Pennsylvania, the Fraud Section, Criminal Division, United 
States Department of Justice, Washington, D.C., and the 
WRO and PBO, charged that for the period from January 1, 
1971 to date defendants conspired to devise a scheme to 
defraud investors, many of whom were unsophisticated, of 
more than $1,732,000 by the sale of unregistered investment 
contracts in Leasing. 


The indictment further charged that defendants made false, 
fraudulent and misleading promises and misrepresentations 
to investors with respect to, among other things, the following: 
1. the financial condition of Leasing 
2. the safety of investments made with Leasing; 


3. the assets owned or controlled by Leasing; 


4. the earnings and future prospects of Leasing. 
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The indictment further charged that as a result of this alleged 
fraudulent scheme defendant Brown received in excess of 
$310,000; defendant McDonald in excess of $93,000; and 
defendant Lindsay in excess of $45,000. 





Litigation Release No. 7681/December 2, 1976 


SECURITIES AND EXCHANGE COMMISSION v. BRAD 
RAGAN, INC., et ai. 


(United States District Court for the Western District of North 
Carolina) 


The Securities and Exchange Commission today announced 
the filing of a complaint in the United States District Court for 
the Western District of North Carolina against Brad Ragan, 
Inc. (“BRI”); Bradley E. Ragan (“Ragan”), Chief Executive 
Officer and Chairman of the Board of Directors of BRI; Robert 
H. Buchanan (‘Buchanan’), formerly Secretary, Chief 
Financial Officer and Director of BRI; Homer L. Huskins 
(“Huskins“), a Vice President and Director of BRI; Fred R. 
Johnson (“Johnson”), Controller of BRI; and Melvin |. Shu- 
mate (“Shumate”), a former Manager and Supervisor of BRI. 


The Commission also announced that the Court entered 
Judgments of Permanent Injunction and Ancillary Relief re- 
straining and enjoining BRI, Ragan, Buchanan, Huskins, and 
Johnson from further violations of the anti-fraud provision of 
the Securities Act of 1933 and of the anti-fraud, reporting and 
proxy provisions of the Securities Exchange Act of 1934 
(“Exchange Act”) and enjoining Ragan, Buchanan and John- 
son from further violation of the securities ownership reporting 
provision of the Exchange Act and ordering certain other 
relief. BRI, Ragan, Buchanan, Huskins and Johnson con- 
sented to the entry of the Court's Final Judgment and Order 
without admitting or denying the allegations in the Commis- 
sion’s Complaint. 


The Commission's Complaint alleges various violations of the 
federal securities laws in connection with: (1) substantial 
commercia! bribes paid to purchasing agents, and other 
employees of approximately two hundred eighty (280) of 
BRI's customers, of which approximately forty-five (45) were 
public companies, in order to obtain business from such 
customers; (2) the fraudulent billing of customers for mer- 
chandise and/or services which were not delivered or per- 
formed to offset the cost of these bribes and, in most 
instances, adding a mark-up which represented a: profit— 
such bribes plus mark-ups totaling in excess of $550,000; (3) 
the payment to Ragan by BRI of:approximately $53,000 for 
approximately $5000 worth of assets which he had pur- 
chased from a tire company owned by a relative of certain 
officers of a BRI customer; (4) the realization of improper 
profits by Buchanan of approximately $18,625 as a result of 
the purchase and sale of several thousand shares of BRi 
common stock purchased in the name of his then-secretary 
within a period of less than six months; (5) the undisclosed 
control which Ragan exercised over approximately 19,500 
shares of BRI common stock purchased by certain employ- 
ees, officers and/or directors of BRI; (6) the failure by Ragan 


to timely report on ownership reports required to be filed with 
the Commission the acquisition and disposition of certain BRI 
securities; (7) the failure by Johnson to report on ownership 
reports required to be filed, with the Commission the acquisi- 
tion of certain BRI securities; and (8) the filing of materially 
false and misleading annual and periodic reports, proxy 
statements and registration statements of BRI concerning the 
aforementioned matters. 


The Commission’s Complaint further alleges that BRI em- 
ployees, on instructions from BRI’s home office, specifically 
identified false, inflated invoice copies sent to the home office 
of BRI by marking them “CD,” “C-Deal” (understood by BRI 
employees to stand for “crooked deals”), or by affixing some 
other code or note. 


The Commission’s Complaint also alleges that BRI treated 
the proceeds from the improper billing as income, contrary to 
generally accepted accounting principles, and that BRI 
treated the cost of the merchandise and the cash given as 
bribes as part of cost of goods sold and claimed these as 
deductions in its federal tax returns. 


In addition, the Commission's Complaint alleges that BRI 
employees made new copies of certain invoices so that an 
auditor of a customer which had requested an opportunity to 
review these inVoices would not detect the bribes and associ- 
ated billing which had taken place. 


In addition to the entry of the Order of Permanent Injunction 
against BRI, Ragan, Buchanan, Huskins and Johnson, cer- 
tain ancillary relief was ordered by the Court and undertaken 
by BRI, including the following: (1) appointing a Special 
Counsel and a Specia! Auditor to conduct investigations and 
prepare a report; (2) maintaining a Special Committee of 
Outside Directors (the “Committee’); (3) restructuring the BRI 
Board of Directors so that a majority are outside directors 
satisfactory to the Commission; (4) notifying customers and 
shareholders of certain transactions; (5) reimbursing certain 
customers where the Committee determines such customers 
are entitled to a refund; (6) instituting and prosecuting suits 
and taking disciplinary action as the Board of Directors, acting 
through such members found by the Committee, Special 
Counsel and the Special Auditor not to be culpably involved 
in the matters investigated, determines to be necessary or 
appropriate; (7) adopting and maintaining a policy prohibiting 
certain improper transactions; and (8) filing corrected reports 
with the Commission. 


The report of the Committee, Special! Counsel and Special 
Auditor shall be submitted to the Court and the Commission. 
In addition, the Board of Directors, acting only through those 
members of such Board found by the Committee, the Special 
Counsel and the Special Auditor not to be culpably invoived 
in the transactions and matters described in the Report, shall 
independently review the Report and take: such action as it 
determines necessary or appropriate with regard to the 
findings and recommendations contained in the Report. Also, 
within fifteen days after the Report is submitted to BRI's 
Board of Directors, the Report shail be filed with the Commis- 
sion as an Exhibit to a Current Report on Form 8-K. 


In addition, the Court ordered additional ancillary relief under- 
taken by Ragan, including the following: (1) being bound by 
the findings and recommendations of the Committee, Special 
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Counsel and the Special Auditor with respect to certain 
payments made by BRI to Ragan; and (2) filing amendments 
correcting ownership reports filed with the Commission. 


The Court also ordered additional ancillary relief undertaken 
by Buchanan, including the following: (1) not serving as an 
Officer or director of any public corporation for a period of 
three years; (2) disgorging certain profits obtained in contra- 
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vention of Section 16(b) of the Exchange Act; and (3) filing 
amendments correcting ownership reports with the Commis- 
sion. 


Further, the Court ordered additional ancillary relief under- 
taken by Johnson, including filing amendments correcting 
reports filed with the Commission. 
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